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A Financial Notebook 





Funding after Bank Rate 


By the increase in Bank rate from 
4 to 5 per cent on January 21, the 
first move since the major decline 
came to an end in 1958, London 
has taken its place in the rising 
trend of money rates that began 
overseas many months ago. ‘This 
external trend, however, as our 
opening article on the wider impli- 
cations makes plain, was not the 
major reason for the London move. 
Its primary purpose was to give 
warning against Over-expansion in 
the domestic economy. In the gilt- 
edged market, though not in the 
equity markets, its effect was some- 
what reinforced by a new govern- 
ment loan operation announced hard 
on the heels of the Bank rate move. 

The lists opened and closed on 
January 29 of an offer for cash, at 
991, of a new £200 million tranche 
of 44 per cent Conversion Stock, 
1964, a stock well calculated to 
appeal to the banks and discount 
market, which the authorities evi- 
dently hope may mop up some of 
the funds to be released by repay- 
ment of the 2 per cent Exchequer 
bonds in the middle of this month 
and of the 3 per cent Exchequer 
bonds early next month. Thanks 
to the conversion operation an- 
nounced just before the turn of the 
year (when holders were offered ex- 
change into a new 5 per cent Con- 
version Stock, 1971, at par, plus 
£1 10s per cent in cash), these 
maturities had been reduced from 


£448 millions to £139 millions and 
from £200 millions to £97 millions 
respectively—though it seems that 
most of the conversions comprised 
official holdings. The new 1971 
stock, in any case, was quite un- 
suited to the needs of the discount 
market or—for the present—of the 
banks; the repayments thus threat- 
ened to cause a marked depletion of 
the supply of the shorts. At the 
same time, the rise in Bank rate had 
seemed to some people to have 
cleared the way for an improvement 
in gilt-edged. The authorities are 
clearly equipping themselves to seize 
any opportunities this conjuncture 
presents for sales of shorts—and thus 
to continue the policy of “‘ funding ”’ 
wherever possible. 


New Rate Pattern 


The rate changes after the Bank 
rate move mostly followed the ex- 
pected pattern, with the seven-day 
deposit rate up to 3 per cent and 
the clearing banks’ charge for basic 
money to the money market up to 
3% per cent. The banks are no 
longer, however, announcing any 
target average rate for their market 
lendings as a whole, suggesting that 
they intend to charge on non-basic 
money what the traffic will bear, 
even if this forces the average above 
3% per cent (the target envisaged 
when Bank rate came down to 4 per 
cent in 1958 was 2 per cent). 
Partly for this reason, immediately 
after the change, the Treasury bill 








rate jumped rather further than 
might otherwise have been expected 
—from 3? to just on 4¥ per cent. 
Charges for bank advances have 
generally been raised by the full 
1 per cent, to 54 per cent for ‘‘ blue 
chip”’ industrial borrowers, 6 per 
cent for most others and 63 per 
cent in marginal cases. Rates for 
new personal instalment loans, 
charged on the original amount of 
the loan despite its monthly reduc- 
tion, remain at 5 per cent. 

The interest rate on tax reserve 
certificates has been increased from 
2} to 24 per cent (tax-free). 


Markets Take Heed 


In the stock markets the shadow 
of dearer money had been clearly 
evident since the beginning of the 
month. In London, the strong rise 
in.equities which had marked the 
closing weeks of 1959 petered out 
in the early days of the month. 
After so rapid a rise a technical 
reaction was overdue; it soon be- 
came clear, however, that the weak- 
ening of equities was due to some- 
thing more than a mere technical 
adjustment—there had been a 
marked change of mood, particu- 
larly on the part of small investors. 
It is difficult to pinpoint the precise 
reasons for this change: certainly 
the muted warnings sounded by 
some bank chairmen and by a TV 
programme decided many small in- 
vestors to take their profits, but even 
before these warnings were uttered 
there seemed to be a general feeling 
that the market was high enough for 
the moment. Investors, as the con- 
tinued weakness of gilt-edged at- 
tested, seemed to be paying more 
heed to the trend of money rates 
than to the evidence of rapid ex- 
pansion. By January 20, the eve 
of the Bank rate change, the Finan- 
cial Times equity index had receded 
to 325 from the peak of 343 estab- 
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lished on January 4; it fell a further 
3.7 points on January 21—making 
a total decline of about 6 per cent 
from the peak. It then recovered 
to 330 in the final week of the 
month. War Loan, which opened 
the year at 654, had drifted to 633 
by January 20; it fell a further ? 
after the news of the rise in Bank 
rate. By the final week of the 
month it had recovered to 634. 

Fears of dearer money also 
dominated Wall Street, where the 
Dow Jones average dropped by 62 
points, to 623, from the peak of 685 
established on January 5. Investors 
seemed far more impressed by the 
implications of the steel-wage settle- 
ment (discussed in our American 
Review on page 112) for monetary 
policy than by the green light that 
it gave to expansion in the months 
ahead. Even President Eisenhower’s 
forecast of a rise of 6 per cent in 
gross national product this year— 
to $510 billions—and a (proposed) 
budget surplus of $4.2 billions in 
the fiscal year 1960-61 did little to 
dispel the anxiety with which in- 
vestors watched the pressure on the 
money market. In fact, however, a 
strong demand for bills in the latter 
part of the month drove the Treasury 
bill rate down to 4.1 per cent—a 
full $ per cent below its peak. 


Rebound in Sterling 


The rise in Bank rate brought an 
immediate rebound in sterling. The 
rate on New York, which in the 
first three weeks of the year had 
fluctuated around $2.79{, jumped 
to 2.80; and rose a further 4 the 
following day when it became known 
that the Treasury bill rate in London 
had overtaken the New York rate. 
The rise in money rates in London 
was reflected in the elimination of 
the discount on the forward dollar, 
which in the preceding weeks had 
averaged 3% cent. 








The behaviour of the exchange 
rates in the first three weeks of last 
month suggested that gold was still 
flowing out—probably at about the 
same rate as in November and 
December, when the true gold loss 
averaged {18-19 millions a month. 
In December the reserves had to 
bear also the annual servicing charges 
on the North American loans, which 
this time totalled $184 millions. In 
consequence the total fall in the 
reserves in the month was $238 
millions, reducing them to $2;736 
millions. 


Gainers and Losers 


This made a total fall of $333 
millions in the year—a fall that 
(as our regular table on page 128 
shows) was accounted for twice over 
by special capital payments. 

During the year the American 
Treasury’s gold stock declined by 
$1,078 millions—to $19,456 millions 
—and the Bundesbank’s reserves 
(despite their rapid rise in the closing 
weeks of the year) by about $150 
millions. The principal gainers in 
the year were France, whose official 
reserves rose by $670 millions to 
$1,790 millions, Italy, whose re- 
serves rose by some $800 millions 
to $3,000 millions, and of course, the 
International Monetary Fund, which 
not only benefited from substantial 
repayments of credits by Britain and 
France but also from the all-round 
increase in quotas. 


Import Bill Rises 


Britain’s import bill, which (sea- 
sonally adjusted) was steady in the 
twelve months to June 30 last, in- 
creased sharply in the second half 
of the year. The monthly average 
in the fourth quarter was £358 
millions, compared with {332 mil- 
lions in the third quarter and around 
£320 millions in each of the four 
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preceding quarters. This — repre- 
sented a rate of increase of about 
84 per cent on the third quarter. 
The rise in exports in the fourth 
quarter was about 54 per cent—the 
average of £293 millions comparing 
with {£278 millions in the third 
quarter. Allowing for re-exports, 
the trade gap in the fourth quarter 
averaged {53 millions, compared 
with {43 millions in the third 
quarter, £32 millions in the second 
and {£47 millions in the fourth 
quarter of 1958. 

For the year as a whole exports 
were 4 per cent higher in volume 
and 5 per cent higher in value at 
£3,326 millions, while imports were 
64 per cent higher—both in value 
and in volume—at £3,990 millions. 
Increased sales in North America 
accounted for more than two-thirds 
of the rise in Britain’s total exports, 
showing an increase of no less than 
23 per cent. Exports to western 
Europe were 9 per cent higher. 
Sales to the overseas sterling area, 
however, were 4 per cent lower than 
in 1958—though there was a strong 
recovery in the closing months of 
the year, and in the final quarter 
exports to sterling countries were 
5 per cent higher than in the same 
months of 1958. 

The increase in imports was fairly 
evenly spread geographically. Im- 
ports from North America were 
4 per cent higher and imports from 
western Europe and from the ster- 
ling area were both 7 per cent 
higher. In the early months of the 
year the increase in the import bill 
was attributable mainly to larger 
purchases of finished manufactures. 
From the middle of the year on- 
wards, however, purchases of in- 
dustrial materials were also increas- 
ing quite strongly. 

None of the deterioration in the 
balance of trade between 1958 and 
1959 is attributable to an adverse 








turn in the terms of trade. In 
December, indeed, a fall of 1 per 
cent in import prices moved the 
terms of trade one point in Britain’s 
favour—to their same level as in 
December, 1958. For the year as a 
whole both import and export prices 
averaged one point lower and the 
terms of trade were unchanged. 


An Atlantic Community ? 


If the series of economic confer- 
ences held in Paris last month did 
little to heal the breach between the 
Six and the Seven it at least carried 
a stage further the conception of an 
Atlantic Community. The minis- 
terial meeting of the Organization 
for European Economic Co-opera- 
tion—the first since the fateful meet- 
ing of December, 1958, when the 
negotiations for a free trade area 
finally broke down—revealed that 
the rift between the Six and rest 
remained almost as wide as before. 
True, a way was devised to open 
discussions between the Six and the 
Seven, and thus to break the frigid 
silence of the past year. But this 
procedural advance was _ over- 
shadowed by the proposals put 
forward by Mr Dillon, the US 
Under-Secretary of State, for re- 
shaping the OEEC into a new 
organization in which the United 
States and Canada would play a 
much fuller part. 

Mr Dillon, clearly, was not greatly 
interested in resolving the differences 
between the Six and the Seven: his 
chief concern was with trade dis- 
crimination in the global field. From 
America’s point of view any agree- 
ment between the Six and the Seven 
would merely increase the effective 
degree of discrimination against 
American exports. Mr Dillon en- 
visaged a reformed OEEC—or an 
entirely new body—that would pro- 
vide both a forum in which tariff 
reductions could be discussed on an 
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Atlantic basis and a means by which 
western aid for under-developed 
countries could be co-ordinated (and 
a more commensurate share borne 
by Europe). A small committee was 
established to advise the twenty 
governments on the future of the 
OQEEC. In concrete steps towards 
freer trade last month’s meetings 
achieved very little; but they demon- 
strated beyond all doubt America’s 
interest in the future of European 
trade and its determination to do 
all in its power to reduce discrimina- 
tion. This entry of the United 
States into European trade politics 
may have profound repercussions in 
the months ahead. 


Record Mortgage Lending 


Despite the restraint imposed on 
many building societies by the re- 
serve requirements of the Govern- 
ment’s House Purchase Act, the 
movement’s lending hit a new all- 
time peak last year. Indeed, Mr 
Alexander Meikle, the chairman of 
the Building Societies’ Association, 
estimated last month that advances 
on mortgage by all societies totalled 
no less than £470 millions, more 
than 25 per cent higher than the 
1958 total and far exceeding the 
previous record rate of £394 mil- 
lions established in 1955. 

The movement’s ability to sustain 
so high a rate of lending reflected 
partly the increasing flow of repay- 
ments of past advances but more 
particularly the strong inflow of 
savings, which was only temporarily 
checked by the reduction of } per 
cent in borrowing rates recom- 
mended by the BSA that took effect 
lastsummer. The net inflow of funds 
in 1959 is estimated at £240 mil- 
lions, compared with {£189 millions 
in 1958. There was a sharp accelera- 
tion of the inflow in the closing 
months of the year, particularly after 
the General Election. 




















This heavy inflow may be em- 
barrassing some big societies, since 
it must tend to depress their ratio of 
reserves to total liabilities and thus 
possibly make them ineligible for 
trustee status. To this extent some 
rise in rates on competing invest- 
ments, following the increase in Bank 
rate, might not be unwelcome. A 
good many of the smaller societies, 
especially in the London area, are, 
however, still finding it difficult to 
attract all the funds they would like 
—more than a hundred member 
societies of the BSA are in fact 
paying rates higher than those recom- 
mended by the Association. Mr 
Meikle hinted that in some cases the 
divergence in rates was too great and 
that member societies that were con- 
sidered to be paying excessive 
rates might be in danger of losing 
their membership. 


Long Lunches 

The case of Acklam v Sentinel 
Insurance Co Ltd, which for a few 
days in December had headlines in 
the popular press, is of considerable 
interest to all kinds of businessmen. 
The plaintiff, formerly a branch 
manager of the defendant company, 
was awarded £15,750 in his action 
for damages for wrongful dismissal. 


The company had alleged that he 
habitually ignored instructions, had 
spent excessive time over lunch, and 
had failed to give help and instruc- 
tion to the company’s salesmen. 
Salmon, J, held that none of these 
allegations had been proved. 

The judge gave some attention 
to the terms of the contract of em- 
ployment, which, he remarked, was 
advantageous from the plaintiff’s 
point of view, for he could be dis- 
missed only for misconduct or negli- 
gence, or if the business of his 
branch fell below a certain level, 
although he himself could resign 
with a month’s notice. This type 
of contract is, of course, not un- 
common in “ secure ” employments; 
in the large banks, whatever the 
actual terms of their contracts, dis- 
missal is reserved for misconduct. 

But the case inevitably turned on 
the allegations of misconduct, and 
the headlines were awarded to the 
four-hour lunches. Some who read 
the headlines may have winced a 
little; many others were probably 
indignant at the suggestion that a 
long lunch is necessarily misconduct. 
Mr Acklam argued that he had ob- 
tained a great deal of business in 
this way; the judge agreed with him: 
“He was away on the company’s 
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business and it had not been 
proved that he disobeyed any specific 
order in that respect”. This judicial 
recognition of the fact that business 
can be done over the lunch table is 
worthy of note. Dispute about 
whether a manager’s place is in his 
office or out of it is a very old one, 
and the best way of judging in any 
particular case must be by results. 


Expansion in Lombard Street 


The discount market has just com- 
pleted a second year of unusual 
prosperity, following the strains ex- 
perienced in 1955-57; but its profits 
probably rose less sharply than in 
1958, when the steeply falling course 
of money rates greatly enlarged its 
effective margins—because the rates 
it pays move faster than those it 
earns. This “lag” effect continued 
to operate, however, to a consider- 
able extent on the bond side of the 
business, where the margins earned 
were exceptionally wide, while even 
on bills the margins were good by 
normal standards, in spite of the 
tendency of the clearing banks to 
work closer to Bank rate. 

Each of the three companies that 
make up their accounts at end- 
December announced a substantial 
increase in profits—computed in 
each case after transfer to inner 








reserves—and each has increased its 
distribution. All three companies 
have expanded their portfolios, 
though the increase in Alexander’s 
bill holding is partly offset by a re- 
duction in its bonds; total bill hold- 
ings of the three rose from £338 
millions to £441 millions and total 
bonds from £194 millions to £221 
millions. The Union now shows its 
commercial bills separately—at £24.5 
millions, compared with £162 mil- 
lions of Treasury bills. 


During the month the circle of 
discount houses “ proper ’”’ was in- 
creased to thirteen when Gerrard & 
Reid Ltd., a small house formerly 
working as a running broker, in- 
creased its capital resources to {1} 
millions and was admitted first to 
discount facilities at the Bank of 
England and then to membership of 
the Discount Market Association 
(including, of course, the quota rules 
for Treasury Bill tenders). The num- 
ber of houses will soon be restored to 
twelve, however, by the impending 
merger, foreshadowed in The Banker 
last December, of Cater, Brightwen 
and Ryders Discount; the detailed 
proposals for this have now been 
announced. The combined resources 
of the merged company will exceed 
£7 millions, making it the third 
largest house in the market. 
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Warning Shot 


AST month’s rise in Bank rate from 4 per cent to 5 per cent, its 
first change for fourteen months, inevitably invites comparison with 
the rise of January, 1955. In both cases the increase provided the 
first warning of official disquiet at the build-up of pressure in the 

economy; in both cases it was preceded by a weakening of the exchange 
rate and an outflow of gold. The differences between the two moves, 
however, are even more striking: certainly they suggest that the authorities 
have taken the bitter lessons of four years ago to heart. This time there 
has been no fumbling with a } per cent increase, but a rise of a full point, 
which might—in Radcliffe parlance—be read as a change of gear. Much 
more significantly, the rise was made at a point when the economy was 
demonstrably less overstrained than it was at the beginning of 1955. This 
time the authorities have been studiously careful not to repeat the omissions 
of autumn, 1954. 

There is no reason for supposing that the rise was dictated solely—or 
even mainly—by the outflow of gold. That outflow was attributable en- 
tirely to the withdrawal of foreign funds; the current balance of payments 
—in marked contrast to 1955—is in reasonable surplus. Nor was the size 
of the gold loss itself particularly disquieting: it totalled £18 millions in 
November, £19 millions in December and probably continued at about 
the same rate, perhaps a shade faster, in the first three weeks of January. 
Admittedly, if a drain of this order continued for many months it might 
seriously undermine confidence, and the point at which this happened 
might be hastened by a further rise in short-term rates in New York or 
Frankfurt; but in the middle weeks of last month the US Treasury bill 
rate was easing and the prospect of an immediate increase in Federal 
Reserve rediscount rates seemed to be receding. The rise in Bank rate 
was directed primarily at the home economy. 

The decision to apply the brake could not have been an easy one. The 
economy is patchy, with wide differences of prosperity between industries 
and between localities. Some industries, notably the motor and many 
consumer durables trades, are stretched to capacity; others, particularly in 
the capital goods sector, still have a considerable margin of unused capacity. 
Similarly, some regions are acutely short of labour—notably the Midlands 
and South-Eastern England, where even in mid-January the unemployment 
ratio was barely more than 1 per cent—while other regions—notably Scotland, 
Wales and the North—still have well over 3 per cent. Any general restraint on 
demand might increase the problems of the underemployed industries and 
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districts. On balance, however, the authorities concluded that the danger 
that the boom in the Midlands and South might get out of hand was serious 
enough to warrant some restraining action. 

Their decision was, no doubt, made easier by the striking increase in 
investment plans revealed by the latest Board of Trade inquiry. Manu- 
facturing firms responding to the inquiry expected their total fixed capital 
expenditure this year to be 14 per cent higher than in 1959, whereas in the 
inquiry held last summer a fall of 5 per cent had been predicted (this 
dramatic change owes much to the more ambitious plans of the steel and 
motor industries, both of which now expect their investment in 1960 to be 
half as big again as in 1959). Investment in commerce and distribution 
is now expected to rise by 20 per cent this year, whereas the earlier inquiry 
had suggested that there would be little change. These latest figures 
provided clear evidence that a rapid rise in investment by private industry, 
which had lagged conspicuously in last year’s expansion, would be added 
to the increases in public sector investment and private housebuilding 
that were already well under way. This not only implied a further sub- 
stantial increase in total demand in coming months, it also removed one of 
the most potent inhibitions against raising Bank rate—the fear that a rise 
might strangle an incipient recovery in private investment. The recovery 
indicated by the Board of Trade inquiry certainly looked sturdy enough to 
withstand a rise in interest rates. 

The contrast between the booming consumer goods industries and the 
underemployed capital goods industries has attracted considerable attention 
in the past year—not least on the Stock Exchange, where “ consumer ” 
shares have led the field throughout the boom. This contrast may have 
been one of the factors that induced the authorities to experiment with 
exhortation, since they wished to moderate the consumer boom without 
damaging business confidence. ‘Taken overall, however, the rise in con- 
sumer spending last year does not seem excessive: the increase for the year 
as a whole was probably not appreciably more than 3 per cent—equivalent, 
say, to an additional £450 millions of demand. This seems quite modest 
for a period in which consumers benefited from unprecedented tax con- 
cessions and from a record expansion of credit, though, admittedly, the rise 
in expenditure was concentrated on cars and consumer durables and strained 
the capacity of some producers of those goods. Moreover, the rate of 
growth of consumer spending appeared to be slackening—as it had been 
expected to do—in the second half of the year. The Board of Trade’s 
seasonally-adjusted index of retail sales (which account for approximately 
half of total consumer expenditure) rose by 3 points between the first and 
second quarters of the year (from 105 to 108, 1957=100), fell by 1 point 
in the third quarter and rose by 2 points in the fourth quarter—making 
a net rise of only 1 point in the second half of the year. 

Investment expenditure, particularly in the public sector, was probably 
tending to accelerate in the closing months of the year; Government expendi- 
ture seemed to be edging upwards; exports, seasonally adjusted, were some 
534 per cent higher in the fourth quarter than in the second and third 
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quarters; and, on the basis of the scrappy evidence available, the rate of 
stock accumulation also appeared to be accelerating in the closing months 
of the year. The recorded increases in these items and in consumption, 
however, seem nowhere near sufficient to explain the quickening of the rise 
in industrial production in the closing months of the year. The seasonally- 
adjusted index rose by 2 full points in October to 116 (1954100) and, 
on the preliminary estimate, by a further 4 point in November (to 116-117) 
—making a total rise of more than 9 per cent since the beginning of the 
year and of more than 11 per cent from the low point of the recession. It 
is the figures of industrial production rather than those of recorded expendi- 
ture that suggest that the boom may have been gathering an undesirable 
momentum in the closing months of last year. 

In the months ahead it seems unlikely that the pace of consumer spending 
will quicken; indeed, the rate of increase may well continue to slacken 
—though clearly much will depend upon the extent of the rise in money 
incomes. At all events the prospective upsurge in investment does not 
seem likely to be superimposed on a strongly rising trend of consumption, 
as it was in 1954-55, and the risk that the economy may get into serious 
disequilibrium from this cause is probably much less than it was in 1954. 

The need for a restraining hand on the boom at this juncture probably 
arises less from the danger that total demand in the near future might 
overstrain the capacity of the economy than from the danger that the 
exuberant atmosphere, if unchecked, would weaken producers’ resistance 
to increases in costs. The expansion of the economy, and the striking 
increases in productivity that it has permitted, have been reflected in the 
buoyancy of profits: the gross trading profits of companies, which in the 
first quarter of 1959 were less than 1 per cent higher than a year earlier, 
were nearly 15 per cent higher in the second quarter and 16 per cent higher 
in the third quarter, the latest for which figures are available. This 
buoyancy could have a powerful effect not only on the pressure for wage 
increases but, perhaps more importantly, on the resistance that employers 
offer to that pressure. Anticipating this danger, the Chancellor of the 
Exchequer in recent months has repeatedly called upon manufacturers to 
““ pass on ”’ some of these higher profits to consumers in the form of lower 
prices. His pleas have been coolly received—indeed, last month an open 
letter from the President of the Federation of British Industries expressed 
no more than pious sympathy with the Chancellor’s objectives. The main 
reason for this coolness is almost certainly that the industries that have 
recorded the biggest increases in profits (and thus, on the Chancellor’s 
argument, are best fitted to make the biggest reductions in prices) are 
precisely those now working at full capacity and therefore unable to achieve 
a further increase in output (let alone productivity or profits) by a reduction 
in their selling prices. On the whole, it seems appropriate that such in- 
dustries should react to the increase in profits not by reducing their prices 
—and merely lengthening the waiting lists for their products—but by 
stepping up their plans for expanding capacity. The case for cutting 
prices is far stronger in industries that are underemployed, and thus where 
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a reduction in prices could_expand output and productivity—but if the 
forces of competition are too weak to secure such a reduction it seems 
unlikely that the Chancellor’s words could do so. 

This resort to exhortation, though more justified by the prevailing cir- 
cumstances than that of earlier Chancellors, had raised doubts about whether 
the authorities were, as they professed themselves to be, prepared to put 
stability above expansion if a choice were forced upon them. Last month’s 
rise in Bank rate is a reassuring answer. It is not intended to repress the 
economy, for no repression is called for; it is simply intended to curb the 
expansion a little and thus prevent an inflationary boom. 

Given that such restraint is timely, have the authorities chosen the best 
weapon for enforcing it? Bank rate action would not, presumably, have 
been prescribed by the Radcliffe Committee for this purely domestic purpose ; 
but it is far from certain that the pressure on the economy is sufficient to 
warrant the levering up of long-term rates—on which the Committee laid 
so much stress—from their already high levels. As for special deposits or 
variable liquidity ratios, these are surely measures to be regarded as for 
emergency use—and then only after it is clear that the orthodox methods of 
controlling the volume of credit (? or advances) have failed. ‘The most 
obvious alternative to Bank rate was, perhaps, the re-imposition of controls 
on the terms of hire-purchase contracts, since the main impact of these would 
have been felt on the motor and consumer durables industries—precisely 
the points where the economy was under most strain. In rejecting this 
alternative the authorities may have felt that the assurance given to the banks 
in the summer of 1958 that it was hoped in future “ to dispense with official 
requests to restrict total advances” implied also a predisposition against 
other forms of selective credit control. At all events, it was probably felt 
that it would be difficult to resort to other measures if a warning had not 
been given by Bank rate first. The remaining alternative was to defer action 
until the budget, trusting to exhortation to prevent the economy getting out 
of balance meanwhile. Experience, however, has taught the dangers of 
delaying restraint; moreover, it is certainly not clear that the type of restraint 
needed by the economy could be imposed more appropriately by budgetary 
measures than by monetary. 

What is required at this juncture is a warning against over-optimism, and 
a warning that can be delivered in immediately recognizable terms before 
the present round of wage negotiations reaches its hard-bargaining stage. 
A rise in Bank rate—particularly, perhaps, the first rise since September, 
1957—seems the move best calculated to convey this first warning—and 
perhaps evoke the appropriate responses from the small band of arbitrators on 
whom the size of this year’s wage (and working-hours) concessions may so 
largely depend. The restraining effects that the rise may exert on the demand 
for credit, or on the banks’ willingness to lend, and the tighter control over 
liquidity that it should give the authorities by removing the major uncer- 
tainty hanging over the gilt-edged market, helpful as these may be, are at 
this point incidental. The real significance of the rise is its demonstration 
that the authorities mean business. 
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Credit for the Reflation 


OW that the rise in Bank rate has raised the question whether 
the processes of stimulating the economy may have to be put into 
reverse it is the more desirable to examine the means by which 
the reflation has been achieved. This article focuses primarily on 
monetary policy, on the important part played by the response of the public 
and the banks to the ending of the credit squeeze, and the resultant dramatic 
expansion of bank lending.* It also examines the recently publicized con- 
tention that the réle of the tax reliefs and of increased government spending 
was insignificant; were such a contention to gain credence, it might speciously 
imply that a budget of reliefs would be safe even this year—besides casting 
monetary policy for an even bigger réle. 

Last year it was certainly a bigger role than many people, perhaps including 
the authorities themselves, expected at the outset. In 1959 the volume of 
bank credit seems to have been expanding faster than at any time since 
the Daltonian extravaganza of 1946. The aggregate net deposits of the 
clearing banks rose during the year by £404 millions, to the new peak of 
£7,165 millions. This expansion, as Table I shows, exceeded by a large 
margin the expansion experienced in 1958. It amounted to 6.0 per cent, 
compared with 3.8 per cent in 1958 and 3.4 per cent in 1957, surpassing 
the relatively high rates experienced in the early post-war years, with the 
sole exception of the 16.7 per cent that accompanied Dr Dalton’s drive 
for ultra-cheap money. 

The pace of this advance is not in itself, however, any measure of the 
reflationary impulse imparted by monetary policy during the year. After 
the Radcliffe Report, one should perhaps beware of even appearing to 
judge the performance of monetary policy by reference only to the money 
supply. Aside from this, it is important to note that some creation of 
credit was in practice a virtually indispensable part of the process of 
reflating demand within the economy, irrespective of the particular sources 
from which the first stimuli came. The monetary authorities, by making 
possible an additional credit supply, may have been providing such an 
original stimulus; on the other hand, they may have been merely responding 
to demands resulting from a stimulus imparted elsewhere, for example, 
through the budget. If credit expansion were seen to be clearly lagging 
behind the rise in the nation’s output, there would be a presumption that 
monetary policy was mainly operating in that passive way. In 1959, 


* The experience of the banks themselves during this first full year of freedom, as shown 
by the annual accounts and statements from the chairmen, is examined in two special articles 


on pages 98—106. 
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however, the volume of credit seems at least to have been keeping in step 
with output. The increase in the rates of output as between end-1958 
and end-1959 is very difficult to guess; it may, or may not, have exceeded the 
6 per cent rise shown by bank deposits. But the rise in the aggregate 
gross national product for 1959, as compared with the 1958 aggregate, 
probably fell perceptibly short of the 4.8 per cent by which the average 
level of gross deposits during 1959 surpassed the average for 1958 (see 
Table IT). 

The rate of growth of bank deposits, large though it is by earlier 
standards, still looks moderate, however, when set beside the phenomenal 
growth in bank advances. Here there is no room for debate about the 
dynamic quality of the movement. The appetites of the borrowing public 
for bank loans and overdrafts, encouraged by the more aggressive lending 
tactics and competitive advertising of the banks, have proved to be both 
bigger and more enduring than many people envisaged when the credit 
squeeze ended in the summer of 1958. The aggregate advances of the 
clearing banks, which had risen by rather more than £200 millions in the last 


TABLE I 


THE CREDIT TREND, 1951-59 (Clearing Banks) 
(£ millions) 


1951 1952 1953 1954 1955 1956 1957 1958 1959 
Deposits .. .. -— 36 +127 +235 +247 -329 +44 +273 +270 +468 
“ Net” Deposits®* - 65 +119 +216 +188 -298 +44 +211 +245 +404 


Liquid Assets .. -440 +227 +133 - 78 + 90 +20 +172 -171 +136 
re . - § +19 —- 8 +29 -—- 6 +6+2 —- 14 + 8 
Call Money .. + 6 - 69 -—- 23 - 3 + 9 -—-2 +21 + 614 + 27 
Bills ae .. ~437 +277 +169 -104 + 87 +15 +123 -218 + 60 

TDRs i .. —354 -102 — — — — — — — 

“‘Risk”’ Assets .. +725 + 1 + 85 +268 -383 +26 + 37 +418 +323 
Investments .. +438 +183 +127 + 78 -337 -36 + 68 + 54 -392 


+287 -182 -—- 42 +191 - 46 +61 -— 32 +364 +715 
* Excluding items in course of collection. 


Advances 


four months of 1958 (excluding an estimated allowance for the distortion 
caused by transit items), rose in 1959 by a further £715 millions, to the new 
high point of £2,961 millions.t The year’s increase thus amounted to nearly 
32 per cent, and the true increase over the sixteen months, allowing for 
transit items, probably reached 50 per cent; for the year 1958 as a whole, 
the increase was 19.4 per cent. This is by far the most spectacular rate 
of climb in modern times. The nearest approaches to it were the 17} per 
cent of 1951, when the post-Korean commodity boom was exerting its 
effects, and the 20 per cent of the first post-war year. The only recorded 








+ This figure perforce includes intra-bank transit items. Since no combined statement 
for the clearing banks has been issued for end-December, 1959 (but only for the new 
make-up date in mid-December), none of the considerable improvements introduced in 
the monthly aggregated figures during the past fourteen months is available (or it seems, 
ever will be) for the balance-sheet date. ‘Tio obtain figures comparable with end-1958 and 
over a longer period, it has been necessary to aggregate the several balance sheets. 
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experience of a faster expansion occurred in the violent boom that followed 
World War I, when advances rose by 80 per cent in fifteen months. 

The fact that the increase in bank advances has so largely exceeded that 
in deposits signifies, of course, that the banks have again been able to 
finance a large part of their additional lendings by selling or running down 
other assets. In 1958, nearly one-third of the £364 millions of additional 
advances was financed in this way; and in 1959, in spite of the huge rise 
in the net new lending, the proportion thus financed rose to considerably 
more than one-third. At the same time, substantial sums were being 
transferred from “deposit and other accounts” to the banks’ capital 
accounts—partly as a result of the “ rights ” issues of new stock for cash 
and partly because some of the capitalizations of published reserves were 
made good by transfers from inner reserves (included in “‘ other ”’ accounts). 
The proportion of net new advances represented by additional deposits 
was thus appreciably smaller than in 1958, at 56.5 per cent. 


Unprecedented Sales of Gilt-edged 


While the proportion financed by the realization of other assets was 
broadly similar in the two years, there was a marked difference in the com- 
position of the assets sold. In the early months of 1958 the banks had 
been heavy buyers of gilt-edged securities, and although they sold roughly 
£100 millions in the final quarter when the surge in advances began, over 
the year as a whole their gilt-edged portfolios rose by £32 millions. The 
net reduction in aggregate assets other than advances was thus wholly 
attributable to a sharp decline in liquid assets—a decline that could take 
place without driving the banks to still heavier sales of investments late in 
the year because the liquidity ratio at the outset had afforded a fair latitude. 
In 1959 the opposite relationship obtained. The liquidity ratio having 
been run down during 1958 from 38.4 to 34.6 per cent, the banks during 
most of 1959 needed all the liquid assets they could command; in fact, 
they obtained on balance an additional £135 millions, of which £30 millions 
came from increases in their portfolios of commercial bills. Even so, the 
liquidity ratio by the year-end showed a further decline, to 34.3 per cent. 

Last year, therefore, the net reduction in aggregate assets other than 
advances depended wholly on the massive realizations of gilt-edged securities. 
These were sold, or allowed to run off at maturity, on an unprecedented 
scale. Following their decline by £100 millions in the fourth quarter of 
1958, portfolios dropped by a further £175 millions in the first quarter of 
1959, £112 millions in the second, {£27 millions in the third and £80 
millions in the fourth. Thus the decline in 1959 alone amounted to £392 
millions (of which perhaps £130 millions represented bonds held to maturity) 
and over the fifteen months reached £493 millions, reducing portfolios to 
their lowest since the enforced conversions of 1951 and carrying their 
ratio to deposits down from over 33 per cent to only 22.3 per cent—the 
lowest ratio since the early months of the inter-war cheap money era. 

This cutting down of investment portfolios has been described by 
Lord Monckton as an instance of the long-established process of using 
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them as a buffer against fluctuations in advances—so that the decline was 
an ‘‘ ordinary and predictable ’”’ accompaniment of the increase in lending. 
In principle that is true; in scale, however, it has been quite extraordinary. 
The only other major decline in the post-war years was the £337 millions 
of 1955, but up to one-third of that reflected writing-down, and the move- 
ment was attributable not merely to demands for advances but to the fact 
that they coincided with a marked deflation of deposits. During the inter- 
war years, when the buffer principle was most in evidence, the resultant 
sales of investments were never very large. By far the biggest decline in 
portfolios then, which likewise was associated with general deflation rather 
than with rising advances, occurred in 1922-23, and was equivalent to 
3.7 per cent of deposits. The decline in the fifteen months to end-1959, 
wholly attributable to the rise in advances, was equivalent to exactly twice 


that percentage. 


Tactics of the “‘ Departments ”’ 


At first glance, the fact that the banks increased their liquid assets last 
year might seem to suggest that the central government, so far from reducing 
its indebtedness to the banking system as it had done in 1958, had become 
again a net borrower. If this were true, it would mean that a large part 
of the additional bank advances was in effect being financed by the general 
‘investing public, through the acquisition of gilt-edged securities. Though 
a considerable proportion of the resources secured by the banks in running 
down their portfolios must come, in the first instance, from the Government, 
whether through redemptions or through official purchases of stock on 
the market, the ‘‘ departments ” will always be striving to offset these 
operations by sales to other investors. Thanks to the new quarterly 


TABLE II 
CLEARING BANK AGGREGATE FIGURES 
(£ millions) 
(For comparison of the principal ratios, see the regular series of tables on page 125) 





* Excluding items in course of collection. 


+ Excluding all transit items as well. 


t As defined in previous years (i.e. excluding Lloyds transit items). 


§ Excluding transit items. 
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Average of 
1958 1959 1959 1959 Months 
Dec 31 Nov 18 Dec 16 Dec 31 1958 1959 
Deposits oe 7 7206 .7 7439.0 7666 .6 = ree 
< > . 760.8* 6860.1*  7043.0* 7165.0 6330 6 
Net" Deposits .. 4 6617.54 6744.6+ 6902.5+ ie . 
Liquid Assets 2493.0 2419.2 2541.1 2628.4 2256 2284 
Cash. . ‘3s 586.3 583.1 600.4 634.9 543 568 
Call Money 586.7 523.2 560.1 613.9 435 493 
Treasury Bills 1185.0 1170.3 1218.3 1214.5 1167 1088 
Other Bills .. 135.0 142.6 164.3 165.1 110 135 
‘‘ Risk ”? Assets 4347 .8 4578.1 4631.5 4671.0 4158 4552 
Investments 2102.5 1728.8 1719.9 1710.4 2149 1835 
Advances] .. be 2245.3 2849.3 2911.6 2960.6 2007 2617 
State Boards pa 79.5 68.0 81.7 aw 68 73 
All other 2165.8 2781.3 2829.9 1939 2544 
ie 2046.48 2684.48 2713.28 sad wt 
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statistics of Exchequer financing now being produced in continuation of 
the Radcliffe series, we now know that in the quarter of heaviest bank 
realization, the first quarter of 1959 (the latest, unfortunately, for which 
figures are yet available), the public in effect provided nearly two-thirds of 
the finance, since the departments’ net intake of stock (including redemp- 
tions) was £60 millions, whereas the bank realization totalled £175 millions. 
But the relationship can hardly have been so favourable as this in the past 
nine months. Though there was a good general demand for stock for 
some weeks after the general election, and though the discount market has 
added considerably to its bond portfolios, during the phases of market 
malaise the public (including the overseas holders) must have been a con- 
siderable net seller; during this period a substantial part of the bank 
realization must have been absorbed, in effect, by the departments. 

On the whole, therefore, this phase in which the banks have been selling 
has been one of “‘ unfunding ’’—but the monetary authorities would prob- 
ably not admit to any change in the underlying “ funding ” aims of their 
policy. Given their conviction, as expounded to the Radcliffe Committee, 
that successful funding requires a resilient and probably rising market, 
and cannot readily be encouraged by a raising of rates, they might even 
claim that the policy of absorbing stock at times of threat to the “ orderli- 
ness ”’ of the market is calculated to induce the maximum of funding in 
the end. However that may be—and it is certainly to be hoped that official 
policy will not always be as passive as that argument implies—it is at least 
clear that the intake of stock has never been made with the object of forcing 
yields down. To this extent it can be argued that credit expansion has 
not been made the direct instrument of reflation; rather has the new credit 
come into being as the means of resisting some of the secondary effects— 
notably the threat to gilt-edged—of the reflation of demand induced in 
other ways. 


Role of the Budget 


There can be little doubt, moreover, that the authorities’ net intake of 
stock in 1959 exceeded their net new borrowings from the banking system 
on floating debt, so that once again the central government succeeded in 
reducing its bank indebtedness, conceivably quite substantially. This is a 
very different result from what many people feared when they first observed 
the extent of the ‘‘ overall’? Exchequer deficit envisaged by last April’s 
teflationary budget. Indeed, one commentator has recently gone so far as 
to afirm that because rising public expenditures and tax concessions have 
not been associated with additional borrowing by the Government from 
the banking system, these processes have not, after all, played any part in 
the re-stimulation of the economy. Since this astonishing contention has 
come from a former Financial Secretary to the Treasury, it perhaps 
merits a rejoinder. 

This budget is unlikely to raise the overall deficit by as much as the 
Chancellor expected; indeed, in the calendar year 1959 the deficit differed 
little from that of 1958, while aggregate borrowings from tax certificates, 
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savings securities and the counterpart of the rising note circulation were 
appreciably larger. The Government’s ability to reduce bank indebted- 
ness in spite of the less favourable condition of the gilt-edged market was 
due partly to that improvement but mainly to the marked reduction in its 
need for sterling on external account (chiefly to finance gold purchases). 
The shortfall of the Exchequer deficit up to date, however, has been attri- 
butable much less to underspending than to the unexpected buoyancy of 
taxation. In other words, the reflation went further and faster than the 
official estimates assumed; and it is absurd to suppose that the growth of 
demand that created the additional incomes that brought the unexpected 
harvest of additional tax revenues owed nothing to the Government’s 
substantially enlarged (gross) expenditures and the spur of £300 millions 
of tax relief on incomes, beer and consumer goods, with extra repayments 
of post-war credits thrown in for good measure. 

Here is a reflation stemming from the Government sector which, so far 
as bank credit is concerned, has been more or less self-financing (except 
to the extent that the Government-sector outlays may have been indirectly 
financed through the additions to bank advances). But, of course, the bank 
credit, like these newly-generated incomes, goes around and around in any 
case. Additional expenditure may be financed just as effectively by the 
_ activation of existing deposits as by the creation of new ones: if the Govern- 
ment borrows an idle deposit, for example against the issue of a tax certi- 
ficate, in order to put the money into the hands of a spender, the reflation 
of demand will be no less effective than if the money had been obtained 
from a net addition to credit, though this process is admittedly liable to 


put some added strain on interest rates. Another example of the same | 


process is the sale of investments by the banks to the public for the purpose 
of financing additional advances, or the switching of private deposits from 
the banks to hire-purchase companies which then employ the funds in 
additional hire-purchase loans (the money then returning to the banks via 
the sellers of the goods in question). In all these instances an expansion 
of real expenditure takes place without any increase in the quantity of bank 
deposits; it is associated instead with a faster rate of turnover of deposits. 

The reflation during the past year has been associated with both sorts 
of credit expansion: the average amount of bank deposits expanded, as 
already noted, by 4.8 per cent, and the average number of times these 
deposits were turned over rose (on the evidence of the turnover through 
the Clearing House) by just over 5 per cent, so that the total value of the 
turnover expanded by 10 per cent. The surge of demand for bank advances 
and for hire-purchase credit after the ending of the squeeze (and also after 
the budgetary reliefs) obviously played a Jarge part in both these processes; 
whereas the financing of the Government sector—as distinct from the 
action of monetary policy in increasing the supply of liquid assets to the 
banks—actually appears to have exerted a restraining influence on the growth 
of deposits. But that is no ground for arguing that all the credit for the 
reflation must go to the resilience of a squeeze-less economy, and none to 
the incentives and priming supplied through the budget. 
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Dearer Money and the 
Deutschemark 


By ROLF E. LUKE 


ERMANY’S move to dearer money in the closing months of 
1959—a move dictated by the growing pressure on domestic 
resources—has inevitably aroused fears that the deutschemark 
will again become a scarce currency. At first glance these fears 
certainly appear to have been borne out by the rapid flow of funds into 
Germany in the closing weeks of the year, an inflow that was reflected in 
the rise of DM 2,000 millions in the official gold and dollar reserves 
between end-September and end-December. This first impression, how- 
ever, may exaggerate the dangers, particularly as it takes no account of the 
very important steps that Germany has taken since 1957 towards a good 
creditor policy. 

None the less, one of the most important of those steps was the inaugura- 
tion of a deliberate policy of lowering interest rates specifically to stimulate 
an outflow of credit and capital that would, it was hoped, offset the sub- 
stantial surplus on current account. ‘That policy has temporarily had to be 
put into reverse. It might, however, be instructive to attempt to trace the 
effects of this cheap money policy on Germany’s balance of payments. 
The policy was inaugurated towards the end of 1957—at a time when the 
recession in the United States was becoming apparent and when the expan- 
sion of German economy was showing signs of flagging. The Bundesbank 
reduced its discount rate from 4 per cent to 34 per cent in January, 1958, 
to 3 per cent in June, 1958, and to 2? per cent—the lowest in the history 
of German central banking—in January, 1959. This rate was maintained 
until September, when it was increased to 3 per cent. At the end of 1957 
Germany’s external reserves stood at DM 16,587 millions of which 
DM 10,674 millions was held in gold. At the end of 1958 they totalled 
DM 18,990 millions—a rise of DM 2,403 millions (including a rise of 
DM 411 millions in gold, about a sixth of the total rise). This rise, 
however, was equivalent to little more than a quarter of the surplus on 
current account in the year, which totalled no less than DM 8,827 millions. 
This surplus was partly offset by a net outflow of some DM 1,650 millions 
of donations and net capital exports of DM 3,186 millions, leaving an 
overall surplus of DM 3,992 millions, which was only DM 570 millions 
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higher than in 1957 and in fact some DM 500 millions lower than the 
overall surplus in 1956, when the surplus on current account was DM 5,497 
millions. 

The full impact of the cheap money policy, however, only became 
apparent in 1959. In the first nine months of the year exports of capital 
totalled DM 7,400 millions—more than double the total for the whole of 
1958. Exports of long-term capital totalled DM 3,600 millions in the 
nine months compared with DM 1,760 in 1958; exports of short-term 
capital rose even more impressively—from DM 1,400 millions to DM 3,800 
millions. ‘This massive outflow of capital covered the current surplus in 
the nine months—DM 3,500 millions, after allowing for donations—more 
than twice over. As a result Germany’s free reserves fell by DM 2,600 
millions between end-December, 1958, and end-September, 1959; if 
holdings of less liquid foreign assets are also included the totai fall in Ger- 
many’s external assets in the nine months was around DM 4,000 millions. 

By September, however, the internal situation was giving the authorities 
cause for concern. The boom that had begun in the building industry 
was spreading rapidly to other industries and was obviously gathering 
momentum. Order books were swelling and delivery dates lengthening; 
labour was becoming very scarce—in September there were almost two 
vacancies for every person unemployed; the demand for commercial credit 
-was rising rapidly; there were signs of increasing pressure on prices and 
on wage rates. At the beginning of September the authorities expressed 
their disquiet by raising the discount rate by } per cent, to 3 per cent. 
This initial warning was followed a month later by a reduction of one-third 
in the individual rediscount limits of the banks. As at this time the total 
rediscount facilities of the banks might have been of the order of DM 8,000 
millions, of which perhaps only about DM 1,000 millions was utilized, this 
measure did not cause any real restraint, even allowing for the rapid rate 
at which bank lending was expanding. Far more potent measures were 
taken late in October when the Central Bank Council of the Bundesbank 
announced an immediate increase of a full 1 per cent in the official discount 
rate and an increase of 10 per cent in minimum reserve requirements, 
effective from November 1. The Bank’s rate for open market sales of 
Treasury bills was increased to 38 per cent for bills of sixty to ninety days 
and to 34 per cent for bills of fifty-nine days and less—from April until 
early September the rates had been 2 per cent and 1% per cent respectively. 

The Bundesbank realized that such a rise in domestic interest rates could 
have an appreciable effect on the net outflow of capital. When, after a 
delay of nearly three weeks, the rate on savings deposits was increased to 
34 per cent in the middle of November, the authorities thought that some 
additional measures should be taken in order to prevent a reversal of the 
flow of capital. Such a reversal would not only mark a serious retreat 
from the good creditor policies that the authorities had been pursuing 
assiduously since 1957, it would also tend to increase the difficulties of 
keeping liquidity under control at home. Accordingly, an attempt was 
made to discourage any inflow of hot money by reducing the discount 
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on the forward dollar to 4 per cent and, a little later, by eliminating the 
discount altogether. ‘These moves, however, did very little to check the 
inflow of funds as the German money market tightened. This inflow 
was attributable largely to the repatriation of funds formerly held abroad, 
particularly in London. It has been officially estimated that German banks 
reduced their foreign balances by nearly DM 400 millions in November. 
The inflow is reflected in the rise in the Bundesbank’s exchange reserves, 
which increased by some DM 430 millions in October, DM 960 millions in 
November and about DM 700 millions in December. This movement 
took place despite the fact that American money rates were rising; the 
three-months’ Treasury bill rate reached 4.6 per cent in December and the 
six-months’ bill rate 4.9 per cent—approximately 1 per cent more than the 
corresponding rates prevailing in Germany. 


No Backing from the Budget ? 


Meanwhile, official anxiety about the continued increase in pressure on 
the economy became evident early in December when the Central Bank 
Council took the unusual step—unprecedented since the currency reform— 
of issuing a statement strongly criticizing the federal government, the 
Lander and the communes for failing to check the rise in their expenditures. 
This rise in public sector spending, the Council pointed out, is the more 
dangerous since there appears to be no inclination to cover the increases by 
higher taxation. ‘The credit demands of the public sector, it warned, were 
threatening to reach a point at which they would overstrain the capacity 
of the capital market. ‘The boom already under way in the private sector 
required a curbing of public sector spending plans. This stern warning, 
which may well have had the blessing of the Government, was obviously 
directed at the Bundestag—which, entering the last year of its present 
life, might feel disposed to exercise less firm control over expenditure. In 
any event the imminence of a General Election was taken to mean that 
there is little chance of tightening fiscal policy to curb the boom. The 
monetary authorities would have to rely on their own efforts to impose 
whatever restraint they deemed necessary. 

Accordingly, they lost little time in following up their warning with 
further measures to tighten liquidity. A further increase in minimum 
reserves was ordered, effective from January 1. Unlike the earlier increase, 
however, the new increase was applied at a differentially higher rate to 
foreign-held deposits. ‘Thus the general minimum reserve ratio was raised 
by a further 10 per cent but the ratio required against foreign-held deposits 
received by German commercial banks since November 30, 1959, was 
raised to 30 per cent for sight deposits and 20 per cent for time deposits 
—the maximum levels permitted by law. An increase in non-resident 
deposits would require the immobilization of approximately twice as much 
cash as would an equivalent increase in domestic deposits. By making 
foreign funds thus appreciably more expensive to the banks than domestic 
funds the authorities hope to discourage an inflow of foreign funds. This 
change in reserve requirements, of course, does nothing to discourage the 
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repatriation of German funds—indeed, by increasing the stringency in the 
German money market it might accelerate such an inflow. A reduction in 
the overseas balances of the banks, however, does not necessarily mean a 
corresponding reduction in Germany’s total foreign exchange assets: it may 
merely mean the transfer of foreign claims to the Bundesbank, which may 
not in fact involve any pressure on the gold reserves of other countries. 

It is scarcely surprising that the measures taken by the authorities in 
recent months have reawakened fears that the large surplus on Germany’s 
balance of payments will again unsettle the flow of international payments. 
This concern is increased by the fact that the inflow of foreign orders for 
German goods has been tending to increase faster than the inflow of home 
orders. In November new orders placed by home customers were 34 per 
cent higher than a year earlier, while those placed by overseas customers 
were 39 per cent higher. The German preference for giving priority to 
export orders may mean that the pressure on the economy will be increased 
by a further expansion of exports. 

This, in turn, implies that German interest rates may have to be raised 
further and the stumulus given to capital exports further reduced. The 
effect of the upward trend in German interest rates on the international 
flow of funds, however, will depend to a large extent on the movement of 
rates in other leading financial centres. So long as interest rates in New 
‘ York remain high, as they seem likely to do for some considerable time 
ahead, the prevailing level of short-term rates in Germany should not give 
rise to any serious distortion of the flow of funds. The acute shortage of 
funds in North America has induced American banks to borrow heavily in 
Europe—at rates (now around 4 per cent) that still compare favourably 
with the deposit rates offered by most continental banks. Such funds can 
be employed in New York to return more than 6 per cent. The recent 
rise in discount rates in Britain and some continental countries should go 
a long way towards preventing any further outflow from those countries— 
and indeed may well cause some of the recent losses to be recouped. 

Concentration on short-term rates, however, does not tell the full 
story. One of the most important factors in the rapid increase in Ger- 
many’s capital exports last year was the upsurge in private purchases of 
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foreign securities, which accounted for virtually half of long-term capital 
exports in the ten months January-October. This upsurge in private 
investment overseas is attributable mainly to the very low yields offered 
by the equities of most German companies. ‘The average yield on German 
shares to-day is not much more than 2 per cent—a level that makes even 
the “ historically ” low yields in New York and London look attractive to 
German investors. More surprisingly, as the accompanying table shows, 
the rise in investment in foreign equities has been paralleled by an increase 
in purchases of fixed interest stocks—even though a return of nearly 6 per 
cent—and latterly of more than 6 per cent—could be obtained on first-class 
bonds at home. ‘The bulk of this investment has gone to other European 
countries, particularly within the common market. Figures recently pub- 
lished by the Bundesbank showed that of net purchases of foreign securities 
by German residents totalling DM 1,283 millions in January-October, 
1959, some DM 877 millions (or 68 per cent of the total) represented the 
acquisition of securities of continental countries, DM 42 millions British 


PURCHASES OF FOREIGN SECURITIES BY GERMAN RESIDENTS 
(DM millions) 
Total Dividend-bearing Fixed Interest 


Net Securities | Securities 
Purchases | Purchases Sales Balance | Purchases Sales Balance 





a 33.5 6.8 + 26.7 a7, ws .+ 28 
a... las Sr 194.1 46.7 +147.4 187.0 57.9 +129.1 
1959 (Jan-Oct) +1,282.7 | 1,153.4 287.0 +866.4 | 568.2 151.9 +416.3 
1958: | | 
Ist quarter .. + 14.7 | 17.4 32 + ef 2a 2.8 - 0.6 
—m » ws +S i Be 9.9 + 413.9 | 3.0 17.4 + 14.6 
3rd__siyg SC ww 20+ 41.7 | «3846.7, 10.7 + 36.0 | 15.4 9.7 + 3.7 
4th ,, .. +191.6 106.2 24.0 + 82.2 | 137.4 28.0 +109.4 
1959: | | 
Ist quarter .. +359.3 | 288.4 37.4 +251.0 | 160.3 52.0 +108.3 
2nd, «. ~+474.6 | 290.1 66.6 +223.5 318.8 67.7. +2 1.1 
3rd gg 2S ws = $453.2 526.2 113.5 +412.7 | 61.5 21.0 + 40.5 
Oct .. .. - 44 | 48.7 69.5 - 20.8 | 27.6 11.2 + 16.4 


Source: Monthly Report of Bundesbank, December, 1959. 


securities, and DM 329 millions dollar securities (of which DM 163 millions 
represented World Bank bonds). Although the pace of investment showed 
signs of slackening in the closing months of the year, it seems certain that 
on a long-run view the upward trend will continue—if only because of the 
shortage of domestic securities in the German market. Moreover, official 
investment—of which the latest evidence is provided by the Bundesbank’s 
agreement to take up a further DM 200 millions of World Bank notes— 
should also continue to increase. 

Thus the flow of funds to and from Germany may be less sensitive to 
changes in short-term money rates than it was in 1956-57. Moreover, the 
strong wages pressure in German industry is likely to discourage any specu- 
lative hopes of a revaluation of the mark, such as caused the massive influx 
of funds in the summer of 1957. At all events, there seems little cause for 
assuming that Germany’s recent turn to dearer money will lead inevitably 
to a new deutschemark problem. 
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What Flight from 
Gilt-edged ? 


THE NEW FREEDOM FOR TRUSTEES 
By E. VICTOR MORGAN 


HE proposals announced towards the end of December for 
widening the investment powers of trustees, notably to permit 
them to invest up to half of their trust funds in the ordinary 
shares of large companies, are of obvious importance both to 

beneficiaries and to stock markets. ‘There has naturally been a lot of 
discussion about the likely impact on markets, and estimates of the amount 
of switching that might take place have been very varied. This is not 
surprising, since we have so little information about either the total value 
of trust funds or the present composition of their assets. Even the range 
of funds affected by the new proposals is not quite clear. The white paper* 
states that, ‘‘ The proposals will extend the investment powers not only 
of trustees expressly appointed by a trust instrument, but also of other 
holders of funds, including local authorities, who are authorized to invest 
in securities in which trustees are authorized to invest’. This will clearly 
cover the trust funds of corporations, and it might be construed as applying 
to corporation pension funds and even to the assets of friendly societies. 
These two types of fund are, however, so important and so distinct in 
character from ordinary trusts, that they would presumably have been 
mentioned by name if it had been intended to include them. In the 
following discussion it is, therefore, assumed that they are not covered by 
the new proposals. On this assumption, two main groups of funds will 
be affected by the proposals, private trusts and charitable (including 
educational) trusts. 

The Nathan Committee in 1952 put the number of charitable trusts in 
existence at around 110,000, of which 30,000 were educational. ‘The 
figure is probably much the same to-day. Many of these trusts are very 
ancient; the vast majority are tiny, confined to a single town or even parish, 
and having an income of only a few pounds a year. At the other end of 





* ** Powers of Investment of Trustees in Great Britain ’’, Cmnd 915, 1959. 
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the scale, however, are rich and famous institutions with incomes of many 
thousands a year and assets running into millions. 

The trustees of charities may entrust their investments to the Official 
Trustees of Charitable Funds and their real property to the Official Trustee 
of Charity Lands, but they are not bound to do so and many do not. The 
Official ‘Trustees hold about £130 millions of investments, of which about 
85 per cent is in government stocks and most of the rest in corporation, 
dominion and colonial stocks; holdings of ordinary shares and other assets 
affected by the new proposals are very small. There is no published 
valuation of the real property in the hands of the Official Trustee of 
Charity Lands. 

There is a very large volume of charitable funds that are not adminis- 
tered by the Official Trustees. - The Official Trustees appear to handle a 
high proportion of the assets of the small funds, but it is the comparatively 
few big funds that account for a large part of total assets, and these tend 
to keep their investments in their own hands. An examination of the 
accounts of several hundred of these trusts showed an average distribution 
of assets as follows: 


TABLE I 
ASSETS OF CHARITIES: COMPOSITION 
Educational Other 
Charities Charities 
Per cent Per cent 
British Government and guaranteed securities .. 35.5 52.2 
Other fixed interest securities Le a 7 7.0 Py 
Preference and ordinary shares id es 6.9 11.6 
Land and buildings . . is “ od vt 46.0 18.0 
Other assets .. ie 5 ni ¥ = 4.6 10.5 
Total... ea i pe 100.0 100.0 


—- oo 


Most of the accounts studied were for 1955. In general charities change 
their investments only very rarely, but in the ensuing years there may have 
been some switching to equities, and there has certainly been an increase in 
their relative importance in terms of market value. 

While a sample of this kind gives some idea of the distribution of assets 
it does not help in estimating their total amount since it was confined to 
fairly large funds, and there is no information about the distribution of 
funds between various size groups. A further faint clue can, however, be 
gained from the income-tax statistics. Charities are, of course, exempt 
from tax, and the Inland Revenue reports give the amount of assessed 
income exempted. In recent years this has remained practically constant 
at about £50 millions. Unfortunately, however, by no means all charitable 
income is assessed, and the group qualifying for exemption is considerably 
wider than that with which we are concerned here (including, among 
others, hospitals, churches, friendly societies and trade unions). A rather 
complicated calculation was made in an attempt to overcome these diffi- 
culties; it produced the very tentative estimate, given in Table II overleaf, 


of the total resources of charities, excluding those administered by the 
Official Trustees. 
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Our ignorance about private trusts is even more profound than about 
charities, and the only really firm information comes from the Public 
Trustee. The annual report for 1959 shows that, on March 31, 1959, the 
Public Trustee had nearly 16,000 accounts involving total assets of nearly 
£233 millions. ‘The distribution of investments, in nominal values, is 
shown in Table III opposite. 

The report does not split investment between fixed interest stocks and 
others, but the first three categories are obviously fixed interest, and the 
fifth and sixth are probably mainly equity. The market value of fixed 
interest stocks was presumably less than their nominal value, while that of 
equities must have been much more, and must have risen still further during 
the past ten months. At the end of 1959 the market value of the equity 
holdings was about £90 millions, while that of fixed interest stocks was 
about £150 millions. 

There is a substantial volume of trust funds held by public departments 
apart from those of the Public Trustee. The Radcliffe Report gives a 
gilt-edged holding of £350 millions for “‘ Public Trustee and other holdings 
by public departments’. ‘The Public Trustee’s holding in 1958 was about 
£125 millions, which means that other public departments must have held 


TABLE II 
ASSETS OF CHARITIES: ESTIMATED VALUE 
£ millions 

British Government and guaranteed securities .. 480 
Other fixed interest securities pi i Se 30 
Preference and ordinary shares Sa ne is 95 
Land and buildings .. y - ‘in ne 270 
Other assets .. a “a -™ el wa 75 

950 


about £225 millions.* Apart from the comparatively small County Court 
funds the nature and composition of these trusts is not known, but they 
would presumably include funds held on behalf of lunatics and other 
Supreme Court funds. The holdings of the Official Trustees of Charitable 
Funds may also be included here, as they do not appear anywhere else in 
the Report. 

The Radcliffe Report gives the gilt-edged holding of trusts administered 
by banks and insurance companies as {£450 millions, of which £438 millions 
was held in the trustee departments of the banks.t If the banks’ trustee 
departments held the same proportion of their assets in gilt-edged as did 
the Public Trustee, this would give them a total of about £750 millions. 
This is probably an under-estimate as it is believed that the trustee depart- 
ments of the “ big five” are of the same order of magnitude as the Public 
Trustee Office. If the banks’ trust funds do exceed this figure, however, 
they must have a larger proportion outside gilt-edged (and so less oppor- 
tunity for switching under the new proposals) than has the Public Trustee. 





* Report of Radcliffe Committee, Cmnd 827, Table 28. 
+ Table 28 and paragraph 840. 
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For every one account handled by the Public Trustee and the banks, 
there are several administered by personal trustees, and practically nothing 
is known of these. It has been suggested that the total number of private 
trusts (including those institutionally administered) might be as high as 
800,000, and that their assets might amount to £5,000 millions. If this 
were so, trusts would form nearly an eighth of all personal property, which 
seems a very high figure, though not an impossible one. 

With all the statistics so tentative, an estimate of the amount of fixed 
interest stocks that might be switched into equities, unit trusts or building 
society shares is bound to have a very wide margin of error. Assuming 


TABLE III 
ASSETS ADMINISTERED BY PUBLIC TRUSTEE 
: £ millions 
British Government and guaranteed securities 124.7 
Corporations and public boards ws - - a 25.1 
Overseas governments and corporations * ¥ 7 14.7 
Railways and utilities .. - - ‘ bn ‘i 4.4 
Commercial and industrial + - - 19.0 
Investment trusts, banks, insurance and other financial .. 12.9 
Other assets és ba 3% Ja <a Pe 6.3 
207 .1* 





* The Public Trustee also holds about £30 millions in real property. 


that our figures of total assets are as high as they can plausibly be put, 
however, we can set a theoretical limit to the amount of switching as follows. 
Where the assets of any type of fund include land, the value of this is 
deducted; where equities are held, an addition is made to their value and 
to the total to allow for the difference between book values at the date of 
estimation and present market values; the adjusted total is then halved 
(since the white paper sets a ceiling of 50 per cent on equity holdings), 
and from it is subtracted the estimated present value of preference and 
ordinary shares, including unit trusts. The figure of £5,000 millions is 


TABLE IV 
SCOPE FOR SWITCHING 
£ millions 
Official trustees of charitable funds 60 


Other charities .. P. ad ae a 210 
Public trustee .. af ie 44 i 30 
Other private trustees .. “ i Py 500 

Total is ica ‘Ws i 800 


taken as the upper limit for all private trusts, including those adminis- 
tered by the Public Trustee, and it is assumed that these trusts hold various 
types of asset in the same proportion as the Public Trustee. This calculation 
indicates the maximum amount of stock that could be switched if every 
fund, whether private or charitable, and by whomsoever it was administered, 
increased its equity holdings to the maximum allowed by the new proposals. 
The round figures are given in Table IV. 


It is most unlikely, however, that anything like this amount of switching 


would actually take place. Our estimates of total assets may well be too 
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high, and that of equities already held in private trusts too low. Even if 
these are both correct, there are plenty of good reasons why not all trustees 
will make maximum use of the new powers. 

In the present state of the law, trustees can invest in equities if they are 
specifically empowered to do so by their trust instrument. Many of the 
larger funds already have such authorization, and in recent years an 
increasing number of the smaller funds have been seeking such powers 
from the courts. ‘Thus, as we have seen, both charities and private trusts 
already hold significant amounts of equities. The Public Trustee estimates 
that a quarter of his funds by number, and a rather higher proportion by 
value, already have these powers. Such trusts will be unaffected by the 
new proposals, and there is no reason why their trustees should depart 
from their present policy. The change in the general climate of opinion 
about ordinary share investment may encourage further switching, but this 
will be a very gradual process. 

A proportion of 50 per cent in equities is still regarded in many quarters 
as high. Even among pension funds, it is only the more enterprising that 
have reached, or are even aiming at, such a figure. Among charitable and 
educational trusts there are many that already have very wide invest- 
ment powers, but that seldom stray far from the present trustee list. 
Presumably these conservative views can be found among other trustees as 
‘well, and these will make little use of their new powers. Moreover, the 
study of investment schedules from year to year makes it clear that the 
force of inertia is very powerful, especially among the smaller funds. 


Powerful Deterrents 


Even those trustees who want to switch on a substantial scale will have 
to face two formidable problems. The new proposals have come at an 
awkward time for the equity investor; it will be many months before they 
can reach the statute book and the funds can make the necessary adjust- 
ments and, by then, the equity boom may well have passed its peak. 
Trustees are usually, and rightly, sensitive to capital losses, and they would 
be reluctant to come in on a falling equity market. Finally, the switch 
from gilt-edged to equities on present terms means buying growth prospects 
at the cost of a substantial sacrifice of income. At a time of rapid inflation 
this might be justified even in the quite short-run interest of the bene- 
ficiaries. If prices remain stable, however, the present sacrifice may not 
be fully recouped except over a period longer than the probable life of 
many elderly beneficiaries. It would be a hard decision to cut down the 
income of an elderly person whose standard of living had already been 
eroded by past inflation in order to hand over a larger capital sum to the 
younger generation when the trust came eventually to be wound up. 

Even in the long run, the volume of switching is likely to be well below 
our theoretical limit; in the short run it may be only a quite small fraction 
of it. What the market has to contend with is not an avalanche of gilt- 
edged sales, with a corresponding rush to buy equities, but a steady trickle 
of switches, which is likely to go on for some years. 
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Was There a “ Radcliffe ’”’ Alternative ? 


OW stands Britain’s economy now? By way of clearing my 
own mind, even if nobody else’s, I will begin by setting down 
the points which strike me, obvious though most of them are. 
First, production in most sections of industry is steadily rising, 
the most significant feature in recent weeks being the return of the steel 
industry to all-out capacity working. Allowing for normal seasonal fluc- 
tuations, unemployment has been trending downwards and the number of 
jobs notified as vacant has been rising. Employment, however, has not 
risen in proportion to the increase in output, so that productivity per worker 
employed has risen quite substantially. In December the unemployment 
percentage fell to 1.9, and its January rise to 2.1 was no more than seasonal. 
On past experience it is, therefore, entering the danger zone; by next summer 
the pressure of higher wages and shorter hours may be formidable. 

In the realm of finance the equity boom, which early in November 
evoked the comment from the Governor of the Bank of England that it 
was “slightly disquieting’, continued for a further two months with 
undiminished vigour but has now, to all appearances, halted. It has 
halted at a level which discounts a very substantial advance in profits and 
dividends over the next year or two. Bank advances, whose expansion 
seemed to the Governor to “ need watching ’’, have gone on increasing, 
though latterly at a somewhat reduced rate. Hire-purchase credit has con- 
tinued a high rate of increase for a good deal longer than was expected, 
but this rate, too, has recently diminished somewhat. 

Exports in 1959 were 5 per cent higher in value than in 1958 and the 





increase in volume was no doubt much the same. Imports, however, rose 


by 64 per cent in value and in the last quarter of the year the percentage 
rise in imports over the corresponding quarter of 1958 was 84 (compared 


91 





with 53 per cent for exports). ‘Thus, while the trade gap in the earlier 
quarters of the year was satisfactorily narrow, it widened considerably in 
the last quarter. The balance of current payments correspondingly must 
have been growing less favourable. For the whole year it is estimated at 
£200 millions or perhaps a little more, which is quite a substantial figure, 
even though it is not sufficient to support a programme of external financial 
help of the generous dimensions now envisaged. 

All things considered, we must expect production to continue its expan- 
sion this year. Its rate of increase can, overall, hardly be as great as in the 
past twelve months. That must apply especially to the consumer durable 
industries. On the other hand, one may expect the capital goods industries, 
which have so far lagged behind, to begin catching up. There are pointers 
to that effect in the quickened demand for the heavier steel products, in 
the increase in orders for machine tools, in the brisk up-turn of factory plan 
sanctions, in the planned upward trend of public sector investment, and 
above all in the big upswing in industry’s “‘ intentions to invest ”’. 

The above paragraphs, I must now confess, were written before the 
increase in Bank rate. I had added to them a plea for restraint, not indeed 
for deflationary action, but action resistant to further rapid expansion—in 
short the 5 per cent I predicted last month. Now we have got it, and I 
welcome it as the right sort of restraint. 

What alternative, I wonder, would Radcliffe precepts have dictated? 
Operations in the field of “liquidity” under which longer-term national debt 





MANUFACTURERS TRUST GOMPANY 

















NEW YORK 
Statement of Condition, December 31, 1959 
RESOURCES LIABILITIES 

Cash and Due from Banks...... See 2 ee, esa eee a awa $3,045,521,141 
U.S. Government Securities .... 595,669,527 Outstanding Acceptances ...... 57,543,473 
U.S. Government insured F.H.A. Liability as Endorser on Accept- 

ere TT 111,832,763 ances and Foreign Bills ...... 23,177,840 
State, Municipal and _ Public Other Liabilities .......cccc00- 1,736,871 

TE TRE Ee Ta 256,462,006 Reserve for Taxes, Unearned 
Stock of Federal Reserve Bank.. ,023,400 Discount, Interest, etc. ...... 25,543,882 
Peter TOCMTEER noc ccc cecss 25,531,398 *Reserve for Possible Loan 
Loans, Bills Purchased and EE er 52,604,249 

Bankers’ Acceptances ........ 1,366,000,891 — Payable January 15, 
i la ahi Bila a a i Saar iielie pe err 3,023,400 
Banking Houses and Equipment 24,003,701 Capitat Funds: 
Customers’ Liability for Accept- Capital (5,039,000 shares— $20 

DE wceetendeadeeckeesees> 50,420,725 i sedan ae $100,780,000 
Accrued Interest and Other Re- Surplus. ....... 

DE ccdéabisdiadudbanes 12,890,493 Undivided Profits 30,051,680 230,831,680 

$3,439,982,536 $3,439,982,536 











*Applicable to cover such future loan losses as may develop. None are at present known. 
United States Government and Other Securities carried at $144,533,805 are pledged to secure public 
funds and trust deposits and for other purposes as required or permitted by law. 
Chairman: HORACE C, FLANIGAN 
International Banking Department: 55 BROAD STREET, NEW YORK 
Member FEDERAL RESERVE SYSTEM Member NEW YORK CLEARING HOUSE ASSOCIATION 
Member FEDERAL DEPOSIT INSURANCE CORPORATION 


Representative Office 
1, CORNHILL, LONDON ,E.C.3° VIA L. BISSOLATI 76, ‘ROME - 18 PLACE VENDOME, PARIS 


ROSSMARKT 23, FRANKFURT, a.M. 


DAI-ICHI BUILDING, YURAKUCHO, TOKYO 


Incorporated with Limited Liability in U.S.A. 




















obligations were sold to the market and shorter-term obligations withdrawn 
with the proceeds, I presume. In the. existing state of the gilt-edged 
market with the longs already at prices approaching the all-time lows of 
September, 1957, to what fresh depths might not an active official funding 
policy plunge them? No doubt there is a level which a market will find 
under any given conditions, but this level, one fears, would be a long way 
down and as the Governor suggested to the Radcliffe Committee, much 
damage might be done on the way. If such a policy were resolutely pur- 
sued, no doubt the liquidity position of the banks would be undermined 
to the point at which they would be compelled to curtail their advances to 
trade and industry. But surely the automatic increase in their interest 
charges which follows a rise in the Bank rate is the more straightfo. ward 
and effective a way of securing that result. 


The Expansionists Mobilize 


However, I have yet to discover in the City any articulate support for 
the Radcliffe modus operandi. On the other hand, it is easy to find opposition 
to any variety of restraining policy. ‘The expansionist school has been 
mobilizing its forces. This is the school that thinks that all that matters is 
to secure all-out indiscriminate hell-for-leather increase in the production of 
anything and everything. It fails to grasp the elementary truth that in a free 
society production must be balanced to suit the consumer’s choice—that to 
produce goods that cannot be sold at a price above their production cost is 
worse than useless. It has also been complaining that the Radcliffe Com- 
mittee failed to discover a method by which monetary stability can be 
assured in conjunction with a rapid rate of industrial expansion and sustained 
full employment—complaining, in short, that it did not find a magic formula 
for the Economic Utopia. 

Unfortunately, we have here one of the many human problems for 
which, in the nature of the case, there can never be any final and complete 
solution. Production and employment are subject, as I have just noted, 
to variations of demand which, as they depend partly on taste and fashion 
and whim, are and always will be to a considerable extent unpredictable. 
In a free society, where the consumer’s choice is sovereign, there must 
necessarily be fluctuations in demand, and consequently production, from 
this cause. In a totalitarian society, equally, consumers’ desires will be 
subject to change. ‘Their desires may for a time be rendered ineffective 
by authority, but in time murder will out and authority will have to bow 
to the consumers’ choice. Authority, without doubt, will seek to bury its 
mistakes; wastage due to faulty assessment of demand will be concealed—as 
will the unemployment due to the same cause. 

Too often are the “ expansionists ”’, even if trained economists, beguiled 
by their emotions into ignoring these patent facts. ‘Too often, also, are 
they lured into the position of saying “if we can’t have expansion com- 
bined with stability, we will choose the expansion and let the stability go; 
a little inflation is a cheap price to pay for rising production ”’. 

Why do they assume that economic expansion can always be bought 
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with inflation ? Says the First National City Bank in its December Monthly 
Letter: ‘‘ Proposals to use or indulge inflation as an aid to production and 
growth are not new. They have appeared repeatedly throughout history, 
have been tested and found wanting”. And by way of supporting an 
obiter dictum with relevant facts, it quotes an investigation by the Federal 
Reserve Bank of New York (published in its August, 1959, monthly review) 
into the economic growth between 1950 and 1957 of sixteen underdeveloped 
countries. Of these, eight maintained relatively stable currencies while 
eight had rapidly rising prices. Yet, contrary to the widespread and almost 
ineradicable belief that ‘“‘ at any rate inflation is good for industry ”, the 
expansion record of the eight stable countries was on the whole (there were 
one or two exceptions in the case of countries which received large help 
from outside) markedly better than the record of the eight inflationist 
countries. In Britain in the same period a rise in industrial output of a 
little under 3 per cent per annum was accompanied by a rise in the retail 
price index of almost double that percentage. 

Now a word on the stable companion of monetary policy, fiscal policy. 
The outlook for the outcome of the current budget year is that the above- 
the-line surplus will be a good deal larger and the overall deficit a good 
deal smaller than Mr Heathcoat Amory expected last April. We have as 
yet no estimates of expenditure for 1960-61, but the presumption must be 
that there will be quite substantial increases both above and below the 
line. With trade as active as it is, however, revenue will without doubt 
show fully the normal rate of expansion. The above-the-line prospective 
surplus will, therefore, again be ample to cover further moderate tax cuts. 
What counts, however, nowadays is not the above-the-line but the overall 
position, and it is clear that in all the circumstances this ought to be kept 
well under control. Evidently, therefore, the 1960 budget can be no melon- 
cutting, bonanza affair like the budget of 1959. Such cuts as are possible 
should be directed rather to promoting saving than to stimulating consump- 
tion any further. In the circumstances, the 1960 budget would seem to be a 
heaven-sent opportunity for helping the small investor—and as discrimination 
is odious, the not-so-small one too—by having a go at the transfer and other 
stamp duties. A clean sweep of them would be the best thing of all—and 
Mr Amory’s passport to the hall of fiscal fame. 


Trustees and Equities 


I turn now to the important new white paper that advances proposals for 
the extensive widening of the range of securities authorized for the invest- 
ment of trust funds—and, in particular, contemplates for the first time 
admitting equities as the haven for up to 50 per cent of any fund. 

The question which the appearance of the white paper at once raised in 
my mind was: Is it really necessary to legislate on the investment of trust 
funds at all? Certainly, the record of the past legislation on this subject 
is not one that can arouse much confidence in the capacity of Parliament 
to deal with this matter. The original intention of the legislation was, of 
course, to protect cestuis que trustent against fraud or incompetence on the 


94 





eee , Ain 


del 
ex] 
to ; 
biti 
he 

inve 
on ji 


in tl 
It is 
trust 








il 


lt 
od 
as 
be 
he 
ibt 
ive 
its. 
all 
ept 
yn- 
ble 
ap- 
ea 
ion 
her 
and 


for 
est- 
ime 


d in 
trust 
bject 
nent 
S, of 


1 the 





part of trustees and to protect trustees against legal actions by the cestuzs 
que trustent for compensation if any of the investments of the trust went 
wrong. Butas long ago as 1900 the purity of this intention was compromised 
when Joseph Chamberlain promoted the Colonia] Stock Act rather with 
the object of helping the colonies to borrow cheaply than to protect trustees 
or their beneficiaries. I don’t think that there were any actual defaults on 
trustee stocks authorized under this Act, but there were certainly one or 
two very narrow squeaks. ‘The same, of course, with the preference stocks 
of the old railway companies, which, as well as the debenture stocks, were 
authorized investments for trustees, provided dividends were being paid 
on the companies’ ordinary stocks. In the early ‘thirties we had the 
edifying spectacle of the LMS paying } per cent on its ordinary stock out 
of reserves merely to keep its prior charge stocks on the trustee list! 

Yet not long before that happened the Greene Committee, appointed to 
consider possible changes in the trustee legislation, had obstinately refused 
to recommend any extension of the trustee list to industrial debenture 
stocks. So the prior stocks of semi-bankrupt railway companies and the 
preference shares of twopenny-halfpenny local water and gas companies 
(but not, of course, electricity companies since none of these had then been 
going for more than about forty years) were, in the Act of 1925, retained 
as trustee investments while the finest and best secured debentures of the 
largest and best-managed industrial companies were still excluded. 

The idea of allowing trustees to invest in ordinary stocks and shares 
had not then, of course, crossed the mind of Parliament, though many 
trust deeds had already been drawn containing investment clauses which 
permitted the holding of equities. But now in the fullness of time Parlia- 
ment is proposing to effect this revolution. It is late, as witness the 14 per 
cent negative yield gap between Consols and the Financial Times index 
equities, but of course not too late. 

Here I must say that I join issue with Mr Graham Greenwell’s vehement 


attack on the white paper proposals in his recent letter to The Times. 


Should any Government, he asks, deliberately encourage a method of 
investment designed to counteract the effects of its own inflationary policies ? 
To do so, he suggests, would be “‘ dishonest”. To which I would reply 
that while I yield neither to Mr Greenwell nor to anybody else in my con- 
demnation of inflation, I say that it would be tyrannical for a Government 
deliberately to withhold from a particular class the right to adopt such 
expedients for escaping or moderating the effects of inflation as are open 
to it. Mr Greenwell speaks of investment in equities as a shocking exhi- 
bition of ‘‘ currency speculation by means of share speculation”. Yet, as 
he must certainly know, it has long been established that a well-spread 
investment in sound equities has great advantages that are not dependent 
on inflation. 

So far as details are concerned, I feel that there are a number of points 
in the white paper that are unsatisfactory and need careful reconsideration. 
It is laid down, for example, that the sanction extended to investment of 
trust funds in equities must be conditional on approval of each individual 
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investment proposal by professional advisers such as bankers, chartered 
accountants and stockbrokers. I do not feel at all easy about this. In my 
experience many bank managers are quite incompetent to give such advice 
and indeed, so far as the joint stock banks are concerned, are at present 
forbidden to do so. Nor is it at all clear why every chartered accountant 
should be deemed to have that extensive knowledge of the position of 
companies whose stocks are dealt in on the Stock Exchange that would 
qualify them to give advice on their investment merits. As for stock- 
brokers, many of them have that knowledge—but there are, after all, stock- 
brokers and stockbrokers. 

Another point—is it not illogical that the same limitation (one-tenth of 
the value of the trust or £250, whichever is the greater) as applies to shares 
in any one company should apply also to the units of a unit trust? Unit 
trusts mostly spread their funds among a hundred or more different com- 
panies. ‘They already provide the spreading of risk, which the draughtsmen 
of the white paper seek to secure by the maximum quota provision for 
shares. Logically the unit trust investment quota should be larger than 
that for individual companies: indeed, it is not easy to see why there need 
be a quota at all. The matter is of some importance since the trustee 
departments of some of the banks contemplate using unit trusts to provide 
the investment medium which the banks will need for the many thousands 
of small trusts which they administer as trustees appointed by customers. 





An Artist's Sketchbook: No. 71 


BRITISH BANKS IN TOWN AND COUNTRY 


Lloyds Bank, Cranbrook 


RANBROOK is one of the most picturesque towns in Kent, 
dominated from most viewpoints by its historic windmill. It was 


famous in ‘Tudor times as a centre of the wool trade, in which the’ 


Flemish weavers played an important part. In a town of such quiet 
beauty, it is fitting that the new Cranbrook branch of Lloyds Bank should 
contribute to the general harmony. The building that houses it is, in 
fact, one of the oldest in Cranbrook and dates from the middle of the six- 
teenth century. In its original condition, it was probably some sort of 
cloth hall or covered-in market place. From the eighteenth century it 
was the residence of successive generations of local doctors. 

Lloyds Bank purchased the building in 1944. The work of recon- 
struction involved the exposure of the strong timber framing which, with 
its infilling, is a characteristic feature of half-timbered structure. Its 
timbers were found to be in perfect condition after four centuries; inside 
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many beams that were formerly plastered over have now been exposed. 

Many interesting discoveries were made during the reconstruction. 
These included a twenty-foot deep well and a carved Tudor fireplace, 
both of which have been retained. In this way the character of an ancient 
house that has known many generations of life in the town has been pre- 
served. Incidentally, the building, which has always been known as 
“ Woodside”, includes the manager’s residence. 
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From the 
Bank Chairmen— 


HE annual statements from the bank chairmen have this year 

dispersed themselves over at least as wide a spread of topics as 

usual, but most of them do seem to have followed last year’s 

precedent of saying a little more about the business of commercial 
banking as such. The fact that these past eighteen months have been a 
period of more exciting and rapid developments in British banking than 
any of the chairmen can have experienced previously is not underlined; 
but careful readers of the statements, as the classified extracts given below 
may prove, should have been able to discern it. 

Similarly, they will learn a little more about how the bankers regard the 
principal innovations that followed the ending of the credit squeeze. They 
all show satisfaction at the results of the entry into hire-purchase, though 
some concern that investors may exaggerate the implications for bank 
profits, a concern that may even have led some chairmen into under- 
statement here. On new-style personal loans the experience emerges less 
clearly, with the Midland obviously jubilant at its result (and thus the most 
candid about its extent) and Barclays, at the other extreme, saying that the 
field does not after all appear to be large. There is general agreement 
that the proposed amendment to the Truck Acts gives new urgency to the 
problem of how best to make banking attractive to the weekly wage-earner; 
but there is likewise relief that the proposed change will leave the banks 
an interval in which to make plans along with others to ensure that changes 
in methods of wage-payment will not cause undue inconvenience to any of 
the parties concerned. 

Several of the statements offer titbits of unusual information. The 
Midland Bank, for example, estimated early last year, before its “‘ rights ” 
issue, that 75 per cent of its capital was held by individuals, and that over 
nine-tenths of them had holdings worth roughly £2,000 or less; in recog- 
nition of this importance of the small shareholder, the bank has abolished 
the traditional half-crown fee for registration of share transfers—a step 
that Barclays has speedily followed. ‘That bank disclosed in its turn that 
current accounts now represent 70 per cent of total deposits, an unusually 
high proportion; at mid-December the proportion for the clearing banks 
as a whole was under 64 per cent (excluding “ other” accounts). Such 
morsels of information are welcome; but that very fact emphasizes how 
firmly the tradition of reticence is maintained—most noticeably, this year, 
on such leading issues as the implications of the sharpening of banking 
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competition, the reasons for the raising of new capital and its relationship 
to earning capacity, and the sources of the rise in published profits. 

The Radcliffe Report figures in all the statements except that of Sir Oliver 
Franks, himself a member of the Committee, but in general it does not 
get the weighty examination that might have been expected for the first 
such enquiry for a generation. Several of the chairmen are content merely 
to welcome the new information, or the clean bill that the Committee has 
(on the whole) given to the deposit banks, and to express their relief that 
the Government has not accepted all the Committee’s proposals. The 
only serious attempt to appraise the central thesis of the report comes 
from Lord Monckton, who dons the mantle of his predecessor, Reginald 
McKenna, and peers into history for a long view of money and money 
substitutes. Like Professor Tew, writing in The Banker last month, and 
some other economists, he regards the Radcliffe Committee’s emphasis on 
‘liquidity ’’ as the target for monetary control as a natural extension 
analogous to the shift from regulation of note issues to that of bank deposits. 
Lord Monckton evidently welcomes this emphasis, but seems to think that 
the Committee has here done little more than set its seal on a change that 
had already occurred—it “‘ may not . . . be far ahead of established thought 
and practice in this country”. Perhaps he would have qualified this 
comment had he seen the statements of some of his fellow-chairmen. 

Mr Tuke also discusses the report at some length, but shows no such 
respect for its theory—or, for that matter, for its practice. He hopes the 
authorities will not pursue any Will-o’-the-wisp, by which he apparently 
means the several types of specific control of the banks discussed (but 
never clearly advocated) by the Committee. He suggests, however, that 
if a rigid minimum were imposed on the liquidity ratio, there would be 
no need to impose any specific cash ratio. Here he seems to overlook the 
role of the cash ratio as the fulcrum by which the authorities exert their 
leverage on short money rates, since he gives no sign of joining the Com- 
mittee in supposing that it is only the long-term rate that matters. 

On the general outlook the bankers have this year said rather less than 
usual—the only note that emerges (voiced before the rise in Bank rate) is 
one of caution, especially about the level of equities. Sir Oliver Franks, 
in the guise rather of the ex-Ambassador than of the bank chairman, 
delivers a statement full of wide-sweeping wisdom—of which only a fraction 
can be distilled below. 


On the Radcliffe Report 


Lord Monckton (Midland): Important for a number of reasons, not least for the 
up-to-date and well-documented description . . . also for the practical proposals 
it puts forward. ... Some of the committee’s suggestions may well alter the 
whole climate within which continuing policy and day-to-day action are shaped... . 
What the committee has done is to establish the broader view, within which the 
supply of money is just one element in the whole nexus of factors making up the 
degree of “ liquidity’’... Herein lies one of its major contributions. . . . 

Mr Anthony Tuke (Barclays): The orthodox theory of the effects of reducing the 
supply of money has certainly not worked very well during the last decade. This 
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was due, however, in my opinion, not to there being anything wrong with the 
theory, but to its operation being counteracted by the persistent refusal of suc- 
cessive governments to moderate their expenditure. ... Credit [was] expanded 
when conditions required that it should be contracted. ... It is not always easy 
to discover precisely what action the oracle advises in given circumstances... . 
If a rigid minimum were imposed on our liquid assets, there would be no need 
to bother about imposing a cash ratio at 8 per cent or any other figure . . . 8 per 
cent is more than we normally need. ... I hope that the Authorities will not 
be tempted into chasing any Will-o’-the-wisp, and that our relations with them 
may be maintained on their present basis of mutual discussion and informal 


agreement. 

Mr D. F. Robarts (National Provincial): A masterly and lucid explanation of the 
working of the system. ... We welcome the view expressed by the committee 
that discriminatory action against the banks, unaccompanied by general restric- 
tions on all classes of lenders, is difficult to justify under normal conditions, and 
that in times of emergency restrictions on the lending operations of the banks 
should be combined with other restraints. Most of the recommendations. . . 
on the Bank of England and its relations with the Treasury have, for what appear 
to be good reasons, not been accepted... . 

Lord Aldenham (Westminster): ‘The report has been received with very great 
interest, particularly as a source of most useful information.... It was, however, 
refreshing to find that the Government decided not to adopt all the recom- 


mendations. 

Sir Eric Carpenter (Williams Deacon’s): I would prefer to keep the present con- 

vention of a liquidity of 30 per cent for the clearing banks and feel that to make 

this proportion quite explicit would be out of keeping with British banking 

traditions. 

Sir Thomas Barlow (District): By their comprehensive survey . . . and clarification 
., the Committee has performed an inestimable service. However, without 

wishinz to under-estimate what has been achieved, I do find it disconcerting that 

so many people can discover in the report support for their widely differing 


theories. ... 


On Personal Instalment Loans 

Lord Monckton: Even now, after sixteen months, the number of personal loans 
and the aggregate amount outstanding on them are continuing to rise steadily; 
the number of loans current is well over three times as large as a year ago [then 
stated to be over 45,000, for sums averaging about £160, with the outstanding 
amount at nearly {7 millions]. 

Sir Harold Bibby (Martins): Availed of by an increasing number of customers. 
Some are old customers who find this form of advance suits their requirements 
best, but many are new to us and to the banking system... . 

Sir Thomas Barlow: Proving helpful to many people and exceedingly popular. 
Lord Aldenham: Proved to be very attractive and a welcome source of new business 
. . . we are well satisfied with the results of our entry into this field. 

Mr Tuke: Experience has proved that there was a gap to be filled; on the other 
hand, we found that the majority of the applicants could be accommodated on 
orthodox banking lines, which is more economical to the borrower, and the field 
which lies between orthodox banking and hire purchase does not after all seem 


to be a very large one. 


On New Accounts 

Sir Oliver Franks (Lloyds): ‘The growth in banking business generally has resulted 
in a large addition to our circle of customers. 

Lord Aldenham: 'The number of current accounts added to our books—even 
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excluding those opened initially for the purpose of servicing personal instalment 
loans—exceeded by a large margin the highest annual increase in our records. 


Mr Tuke: Greatly increased rate of progress in the number of our current accounts, 
which now number well over 2 million. ... Some 15 to 20 per cent fof the 
new accounts] appear to be weekly wage-earners or their wives. 

Lord Monckton: 'The number of customers’ accounts of all kinds has risen by 
14 per cent over the past sixteen months, as compared with 54 per cent over the 
preceding thirty-two months. ... Personal cheque account facilities [i.e. limited- 
service accounts offered at special rates, which are peculiar to the Midland] have 
brought tens of thousands of new customers to the bank, with several million 
pounds to their credit. 

Sir Harold Bibby: A pronounced increase in the number of new customers. .. . 


Sir Thomas Barlow: Steady growth in the number of our customers. 


On Term Loans ; 

Lord Monckton: Following . . . proposals of the Radcliffe Committee, two services 
adapted to special needs were introduced. ... First, to give added reassurance 
[to farmer-customers] we announced that in approved cases and for capital 
purposes we would be prepared to grant loans, to be repaid by annual reductions 
over a term of years, which would be subject to recall on demand only if . . . the 
farmer’s business was in jeopardy. ... The result has been . . . a remarkable 
increase in the number of farming accounts . . . and in our lending to the in- 
dustry.... Secondly, . . . we decided to institute a system of “‘ term loans ”— 
that is loans of fixed amounts, repayable by regular instalments over periods up 
to ten years—for the development of small businesses. . .. An encouraging 
number of loans has already been made, for sums ranging from £600 to £12,000 

. . we are satisfied that a real need is being met by the new facilities. 

Mr Robarts: We do not consider that fixed-term loans at higher cost to the bor- 
rower are the best means of making medium- or longer-term facilities available. . . . 
We are satisfied that our existing arrangements are sufficiently flexible to cover 
all the reasonable requirements of our customers at ordinary rates of interest... . 


Lord Aldenham: We have not advertised any specific medium- or long-term loan 
schemes for financing small businesses or farmers for the good reason that such 
advertisement would not import any fresh service. ... It is true that in some 
cases rigid conditions of repayment might be advantageous, but on the whole a 
flexible system has been preferred. 

Mr Tuke: The committee seems obsessed with the idea that many debtors spend 
sleepness nights . . . lest the postman bring them . . . a letter from their bank 
exercising its right to require repayment on demand. ... We have in recent 
years agreed to lend considerable sums with definite dates of repayment, mainly 
in connection with the export of capital goods, and we are quite ready to discuss 
a similar agreement with any customer for any purpose, but the rate of interest 
in these cases is somewhat higher . . . and not many customers have hitherto 
found it attractive to pay what is in effect a premium to insure against the risk 
that the bank will treat them unreasonably . . . when it is obliged to restrict . . . 
its total lendings. 


On Hire-Purchase Participations 

Mr Robarts: We are very satisfied with our investment. ... The field of hire 
purchase is an expanding one . . . [but] competition is increasing. ... There is 
a danger that . . . intense competition can take the form of lowering initial pay- 
ments or abolishing them . . . and . . . lengthening the periods of hire to the 
point that unsound business is undertaken. 

Sir Oliver Franks: We have received a satisfactory return, larger than could have 
been earned by the employment of these funds in ordinary banking operations. 
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But . . . the amount involved is but a small proportion of the assets of the bank, 
and . . . one must be careful not to exaggerate the potentiality . . . in the opera- 
tions as a whole. ... 

Lord Aldenham: 'This has proved a very worthwhile investment. . . . 

Mr Tuke: Increased dividends on certain of our investments in . . . kindred busi- 
nesses have made a useful contribution, notably our recently acquired share- 
holding in United Dominions Trust. . .. Such progress, in such a short time, 
is very satisfactory . . . but its impact on our business as a whole should not be 
overrated. ... 


On the Economic Prospect 

Lord Aldenham: Economically the outlook is encouraging; so encouraging that 
during 1959 many ordinary shares rose to prices where the yield became much 
less than that on British Government securities. . . . When many of us are 
reading our barometers as ‘‘ Set Fair’ it is time to watch your step. 

Sir Thomas Barlow: It would seem from these conflicting possibilities that, 
although there are reserves of certain kinds of capacity, the economy has reached 
a point where it could develop the old familiar trouble of excess demand... . 


Sir Harold Bibby: 'The outlook is encouraging . . . the biggest fly in the ointment 
is the spate of unofficial strikes. 


On the Dollar and International Co-operation 

Lord Monckton: The whole world should welcome and draw confidence from the 
fact that the “ dollar gap ’’ has been closed. ... Nevertheless, the United States 
authorities have been and are naturally concerned to ensure that the deterioration 
of the balance of payments should be arrested. 

Lord Aldenham: There has been a good deal of loose talk about the weakness of 
the US dollar. ... Surely it is wholly to the good that some of the very big 
holding of gold by the United States should have been redistributed among the 
less wealthy nations; good from the latter’s point of view, of course, but good 
from the American point of view also. . . . 

Sir Oliver Franks: The United States cannot, and of course will not, live with 
a deficit on this scale for long, but, as compared with the rest of us, the Americans 
still have comfortable reserves, with the corresponding advantage that they have 
time to decide on and apply a sensible course of action. ‘The one surely disastrous 
way of dealing with this problem would be for the United States to attempt to 
rid itself of a deficit . . . by one drastic surgical operation . . . because it would 
mean risking, and probably losing, a considerable part of that large area of the 
world won for freedom since the end of the war. 

One suggestion . . . is that the $12 billions of gold at present locked up as 
backing for Federal Reserve notes and deposits should be set free for effective 
use.... Our own experience . . . suggests that if the United States decided to 
take the plunge the water may not really be as cold as it thinks. 


The North-South Problem 

Sir Oliver Franks: It is no longer true that the East-West problem is the sole 
great political issue; we now have a second problem of equal importance. .. . 
I call it the North-South problem—the general problems of the relationship of 
the industrialized nations of the north of the globe to the under-developed and 
developing countries that lie to the south. ... Many of the new or newly free 
nations intend to develop at all costs.... But... they cannot produce sufficient 
savings for the rapid development they will not forgo. ... This [vicious] circle 
can be broken . . . by tyranny which . . . forces the savings . . . or by the inflow 
of capital from outside. At present there is a general lack of co-ordination in 
this regard between the industrialized nations. 
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The Banks and their 
Profits 


HIS past year of soaring bank advances, expanding deposits, and 

all-round increase in banking activity has certainly been an excep- 

tionally profitable one for the banks, doubtless their best yet. 

But the true gain in bank profits over the year has probably been 
a more moderate one than these outward indications of prosperity have 
led many observers to suppose. The year 1958 had itself been a very good 
one: the banks at that stage were enjoying the advantages of high money 
rates while suffering none of their disadvantages. The average level of 
Bank rate in 1958, at 5.38 per cent, was less than } per cent below the peak 
reached in 1957, whereas last year the rate remained unchanged at 4 per 
cent and the average was the lowest since 1954. If this sharp decline in 
interest rates had not been accompanied by a major growth in banking 
activity, bank earnings would have fallen significantly. 

The most dynamic influence during the year has obviously been the 
huge growth in bank advances, always the most remunerative of the banks’ 
normal assets; yet the 30 per cent increase in the average amount of advances 
outstanding during the year has been only just about sufficient to outweigh 
the effects on total earnings from advances of the sharp fall in the average 
rate charged. And, of course, as the analysis of underlying credit trends. 
makes plain (see pages 75-80), more than half of the increase in advances 
was on average financed by a running down of investment portfolios, so 
that earnings from advances and investments considered together certainly 
declined. ‘The average volume of call money and bills was little changed, 
but the earnings from them are highly responsive to the fall in rates; the 
decline here probably exceeded £20 millions, in spite of the fact that in 
the latter part of 1958 the banks had levered up their basic and their average 
charges for short money relative to Bank rate. 

On the other hand, the banks had the benefit of a bigger volume of 
deposits, and most of the increase over the year, unlike the increases of the 
earlier years of high money rates, accrued to current accounts. ‘The year’s 
average level of deposit account balances was under 3 per cent higher (com- 
pared with an increase of 14 per cent in 1958), involving only a small 
increase in cost to be set against the important saving resulting from the 
fall in the average deposit rate from 3.38 per cent to 2 per cent. The net 
gain under this head doubtless outweighed the losses under the other heads, 
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TABLE I 


CLEARING BANK LIABILITIES 
(£ millions) 








a DEPOSITS* ‘ CAPITAL, 

| Change Change RESERVE 

At Dec 31 1945 1957 1958 1959 in since AND P/L 
1959 1945 BALANCE 

5 A pA 1958 1959 

Barclays. . .. 1008.0 1502.8 1569.6 1667.9 + 6.3 +65.5 50.4 63.4 
Lloyds .. .. 67.8 1257.5 1297.8 1377.3 + 6.1 +58.8 46.6 60.3 
Midland .. 1059.6 1478.8 1555.0 1671.5 + 7.5 +57.8 33.2 43.6 
Nat Provincial . . 614.9 830.7 862.5 920.6 + 6.7 +49.7 24.4 36.2 
Westminster .. 642.4 880.6 917.0 979.6 + 6.8 +4+652.5 29.6 38.6 
Martins . . ~» 2.0 ae. 2ae.2- 22.9 + 7.0 +70.6 7.2 Bear 
District .. « . keel: Bae.e  Zoee.2 we2 + 5.2 +49.8 S.2 Bees 
W. Deacon’s.. 84.8 135.9 138.9 142.8 + 2.8 +68.4 ... ae 
Glyn Mills es 67.9 60.8 69.0 70.7 + 2.5 + 4.1 26 2.9 
Coutts .. +. 41.9 50.3 50.4 56.7 +12.5 +35.3 2. a 
National * 61.0 89.3 7.7 0.2 + 7.0 +64.3 i ae 


_* Excluding balances from subsidiaries and excluding profit carried forward. 


TABLE II 


LIQUID ASSETS 
(£ millions) 








Liquidity 
Cash Call Money Bills Ratios* 
At Dec 31 1958 1959 1958 1959 1958 1959 ey ay 
oO oO 
Barclays. . .. 130.6 136.6 135.7 147.4 276.4 267.9 34.3 . 33.9 
Lloyds .. .» wee.8 11.3 74.7 112.2 269.7 230.3 34.6 32.9 
Midland — ooo! “ae 139.1 144.2 292.7 330.1 35.3 Ga 
Nat Provincial .. 71.1 78.7 65.0 64.3 174.4 198.5 36.0 37.0 
Westminster .. 74.1 87.0 66.8 48.9 164.9 192.8 33.2 33.4 
Martins. . . 29.0 29.3 28 .0 65.9 68.0 36.2 34.3 
District .. i. ae 21.3 20.9 17.9 40.4 47.7 32.0 32.0 
W. Deacon’s .. 11.0 12.5 12.8 10.7 19.3 21.7 31.0 31.4 
Glyn Mills - 6.5 6.3 16.6 10.6 6.1 8.8 G.8 Mia 
Coutts .. Pa 4.3 4.9 10.3 11.0 4.8 7.4 33.3 41:6 
National - 8.1 8.3 15.5 18.7 5.4 6.5 30.9 33.4 
.* As officially computed, i.e. based on deposits as defined for purposes of the monthly 
statements. 
TABLE III 
“ RISK ” ASSETS 
(£ millions) 

e-~— ADVANCES* — oo INVESTMENTS = 

PORTFOLIO TRADE 

Change Change 
At Dec 31 1958 1959 = in 1959 1958 1959 =in 1959 1958° 1959 
Yo Yo 

Barclays .. 455.7 647.9 +4+42.2 505.5 392.5 --—22.4 22.8 25.4 
Lloyds. . wee Bes 4a 344.7 294.0 -14.7 24.7 29.1 
Midland ». @eack -622.5 +238.5 475.4 389.0 -18.2 12:3 12.8 
Nat Provincial 284.4 351.9 +23.7 217.8 171.1 —21.4 8.8 10.3 
Westminster .. 301.7 399.3 4+32.3 267.3 207.0 -22.6 5.2 7.7 
Martins . wer.S 44.7 +356.6 89.0 67.0 -24.7 2.7 4.7 
District meat BS +8 73.4 59.6 -18.8 1.7 2.8 
W. Deacon’s .. 49.9 61.3 +22.8 37.3 26.9 -27.9 ..3 1.6 
Glyn Mills .. 18.4 ot ee. Oe 14.9 -13.9 0.6 0.7 
Coutts .. iy 23.6 +19.2 9.1 7.2 -20.9 0.1 0.2 
National coe 43.9 +16.4 26.3 21.1 -19.8 0.5 0.6 


“# Excluding balances with, or loans to subsidiaries, and (where shown separately) balances 
with banks abroad, items in transit and other assets and accounts. 
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though not heavily, and perhaps not sufficiently to absorb the further 
increases in administrative costs. The most notable elements here have 
been the addition to basic salary scales (up by 5 per cent in most banks as 
from the beginning of 1959) and pension charges, and the additional over- 
time and intake of staff necessary to cope with the strain of general expansion. 

In effect, therefore, the net increase in true earnings appears to have 
come mainly from the rise in commission income in response to the marked 
growth in the turnover on bank accounts, and from the expansion of other 
traditional revenues such as those from overseas business, as well as from 
the recent innovations. In the Midland Bank, at least, it is evident that 
personal instalment loans have been an appreciable factor in revenues 
(though even here the proportion they represent of total advances is very 
small); but in most other banks it appears that the principal new contri- 
butor has been the participation in hire-purchase finance. As the chairman 
of Lloyds Bank pointed out, the return obtained from its £16 millions 


TABLE IV 
PROFITS AND APPROPRIATIONS 
(£000s) 
Dividend rates are calculated throughout on capital as increased by successive scrip issues but 
without allowance for “‘ rights’ issues made during the past year for cash; percentages shown in 


parentheses in first column are the comparable rates paid (on largest category of equity capital) 
before the increases in dividends began in 1952. 


Contingencies, Reserve 


Dividends Premises Fund and 
Net Profits Rate % Net Cost and Carry 

Pensions Forward 
1958 1959 1958 1959 1958 1959 1958 1959 1958 1959 
Barclays (5.8%) .. 3345 4144 9.0 10.0 1809 2342 — — 1536 1802 
Lloyds (6.4%) .. 2728 3425 10.0 12.0 1601 2558 — 500 1126 615 
Midland (11.4%) .. 2934 3826 13.5 17.0 1672 2516 1250 1000 a. : See 
Nat Prov (13.7%) .. 2236 2841 20.0 17.0 1209 1545 1000 — 27 1296 
Westminster (7.2%) 2070 2506 10.0 10.8 1178 1471 — — 892 1035 
Martins (10.0%) .. 1051 1161 16.0 16.0 607 646 400 £500 +4 15 
District (13.1%)  .. 738 6864 17.0 15.5 390 465 300 48 399 


W. Deacon’s (11.4%) 474 541 17.3 20.0 248 306 150 150 76 85 


invested in this direction exceeded anything that could have been secured 
from ordinary banking operations, on which the margins are small. It is 
well to remember, however, that the amounts thus employed represent 
only a small proportion of aggregate bank assets. Several of the bank 
chairmen obviously take the view that a good deal of the stock market 
comment has exaggerated the importance of these interests in the context 
of bank earnings and dividend policy. 

Another major new influence this year will have played its biggest part 
in affecting the banks’ policies in the determination of disclosed as distinct 
from true profits. Six of the seven big banks have raised new capital for 
cash, for the first time for many years (the other bank, Martins, was com- 
pleting its own “ rights ” issue early in the new year); and all of them had 
promised in connection with these issues an effective increase in their 
distributions, the costs of which have thus increased very substantially, 
notably in Lloyds and the Midland. The Midland paid 2 per cent more 
than it had forecast, making 17 per cent, compared with 134 per cent (this 
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1958 rate has been recalculated to allow for the subsequent scrip issue, but 
it is impracticable to make any adjustment for the effects of the bonus 
element in the “rights” issue). The Westminster’s payment likewise 
exceeded its forecast, by 5/6ths of 1 per cent; among the Big Five, this bank 
showed the lowest increase in profit, at 21 per cent. The largest increase 
was the Midland’s, at 30 per cent. ‘The detailed comparisons are shown in 
the accompanying tables, but it is necessary to beware of the distortion 
caused by the rights issues: the exceptional size of these, and of the bonus 
element, explains the apparent reduction of dividend rates shown for the 
National Provincial and District banks. 

It should also be noted that the comparison of profits from year to year 
is affected by changes in rates of income tax. Since the banks compute 
their published profits after charging income tax on the dividends, a 
reduction in income tax has the effect of raising the net amount of the 











TABLE V 
“BIG FIVE” PROFITS, 1955-59 
1955 1956 1957 1958 1959 Change 
£ £ £ £ £ in 1959 
Yo 
Barclays. . 2,645,381 2,917,112 2,861,407 3,345,411 4,144,470 +4+23.9 
Lloyds .. 2,322,439 2,541,793 2,502,391 2,727,535 3,424,614 +25.6 
Midland 2,654,110 2,888,443 2,846,687 2,934,039 3,826,380 +.30.4 
. Nat Provincial .. 1,882,139 2,030,483 2,061,966 2,236,426 2,840,970 +27.0 
Westminster 1,708,316 1,865,050 1,852,481 2,069,747 2,506,101 +21.1 
11,212,385 12,242,881 12,124,932 13,313,158 16,742,535 +25.6 











distribution (at the previous year’s rate) and the published profit equally. 
The increases in published profit attributable to this technical factor last 
year range up to about 4 per cent. 

For the future of bank earnings, a good deal will obviously turn upon 
the trend of bank advances. The surge that began in the autumn of 1958 
was to a large extent, it is clear, an adjustment to the new situation of 
freedom; and for many months now bankers have been watching for signs 
that demand for advances might be about to settle down at around some 
new equilibrium level. In fact the movement had a much stronger 
momentum than most observers had first expected; but towards the end of 
the year there were signs that it was perceptibly slackening. In the four 
weeks to mid-December, the average weekly increase in “‘ true’ advances 
to borrowers other than the State boards was £7} millions, compared with 
a £9 millions average during the previous four weeks and {£13 millions in 
the five weeks before that; in the period of maximum seasonal pressure, 
the tax-gathering months of February and March last, the weekly average 
reached {£224 and £27 millions respectively. 

The rise in Bank rate may perhaps reinforce this tendency to slacken; 
but even if that happens, the banks may still be able to show a larger 
average volume of advances through 1960 than they did in 1959. And, of 
course, it now seems certain that they will have the benefit of a higher 
average level of money rates. 
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Freer Prices—W hat 
Progress ? 


By J. B. HEATH 


OW much has the 1956 Restrictive Trade Practices Act con- 

tributed to the price stability experienced recently in this 

country ? Although the Act certainly appears to have resulted 

in a dramatic lowering of the prices of some commodities, what, 
at this early stage in its history, can be said about its overall impact on the 
economy? There are two distinct parts of the Act that are relevant to 
these questions. The first requires certain classes of restrictive agreement 
between firms to be registered; all such agreements that remain operative 
are being investigated judicially by the Restrictive Practices Court to 
determine whether or not they are in the public interest. Many, however, 
have been cancelled, either by order of the Court or voluntarily. Although 
it is too soon to be able to make any general statements about the economic 
effects of these cancellations, it is at least possible to estimate the propor- 
tion of the economy that is no longer subject to regulation by the agree- 
ments that concerned prices, and the sectors of industry that are most 
likely to have been affected. Such an estimate is attempted in this article.* 
The other relevant part of the Act, which is certainly important but the 
effects of which cannot yet be estimated, strengthens the law enabling 
individual firms to enforce resale prices, but prohibits their collective 
enforcement. Although only a few cases have so far been taken to court, 
the increased power given to individual firms may have further prevented 
price competition between distributors, and in consequence have impeded 
price reductions. This particular provision in the Act is now under 
review by the Government. 

The first step in estimating the importance of the agreements that have 
been cancelled is to calculate the numbers involved. It appears that, on 
January 1, 1960, there were 2,240 agreements on the register, and that by 
then 770 of them had either been cancelled or had expired. By June 30, 
1959, the latest date for the purposes of this study, 463 had been abandoned, 
and of these as many as 437—over 90 per cent—concerned prices. The 





* I am grateful to Mr G. Roberts for assistance in compiling the tables, and to a large 
number of firms and trade associations for supplying us with information. 
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figures may, however, be misleading. An unknown number of agreements 
were cancelled before the date on which they were due to be registered, 
and these have been excluded from the present study. A few registered 
agreements included in the total were abandoned but were then replaced 
by one or more of a similar kind (often designed to be more acceptable to 
the Court); and some due to expire were renewed. Many others were 
almost identical in content but covered different regions; or they were 
between an association and particular distributors, each distributor having 
a separately registered agreement. Consequently, the figures may give an 
exaggerated idea both of the number of trades involved and of the number 
of agreements that really have been abandoned. 

Some statistics of changes in the number of agreements on the register 
and in the number of abandonments—agreements cancelled or expired— 
for half-yearly periods are given in Table I. (Agreements, other than 
those deemed by the Board of Trade to be “ of no substantial economic 
significance’, remain on the register even after their abandonment.) It 
will be seen that new agreements are still being registered, though at a 
diminishing rate. The marked increase in the rate of abandonment during 


TABLE I 
REGISTERED TRADING AGREEMENTS 
New Abandon- 
Registrations* mentst 
Before June 30, 1957 re h bea 1,106 23 
Six months to January 1, 1958 .. “ 44+ 35 
Six months to June 30, 1958 ne 4 394 55 
Six months to January 1, 1959 .. Vs 157 108 
Six months to June 30, 1959 is 7 99 242 
Six months to January 1, 1960 .. 4 40 307 
TOOL .. a a 2,240 770 








* Derived from six-monthly changes of numbers on the register. 
+ Agreements cancelled or expired. 


the year 1959 was in the main a direct result of the Court’s adverse 
judgments on the price agreements of the Cotton Yarn Spinners’ Association 
and of the Blanket Manufacturers’ Association in January and March of 
that year. These judgments convinced many associations that their chances 
of success were too slight to make it worth while defending their agreements. 

If from the 437 price agreements that had been abandoned by June 30, 
1959, were deducted those that, so far as could be judged, had been replaced 
on the register by others, the effective number of abandonments would be 
reduced to 427. Price agreements have been taken to include the recom- 
mending or the setting of minimum, maximum, or standard prices, dis- 
counts, fixed or minimum collective resale price maintenance (without 
enforcement—see above), and the regulation of tendered prices. Estimates 
of the 1954 values of sales and of net output of the commodities to which 
380 of the abandoned agreements referred (it has not so far been found 
possible to make estimates for the other 47) are summarized in Tables II 
and III below. These values refer to the commodities that have been 
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freed from price restriction. Both the value of sales and of net output 
have been recorded because the agreements related to selling prices, while 
the importance of the commodities concerned in the domestic product is 
best represented by their “ value added’. The results have been classified 
in two ways: first, by the Standard Industrial Classification Orders, indi- 
cating the industries affected; and secondly, by the type of user. Although 
the results cannot be precise—there are many statistical difficulties involved 
—they should show the right order of magnitude. 

From Table II below, where abandoned price agreements are classified 
by Standard Industrial Classification Orders, it will be seen that, measured 
in terms of 1954 values throughout, at most about 7 per cent of manufac- 
turing output and about 3 per cent of the gross domestic product of the 
United Kingdom have been freed from price restrictions by the abandon- 
ment of registered agreements. ‘There is a wide variation between industry 
groups, both in terms of value and by proportion of the trade covered. 
Agreements solely between distributors, classified under Order 20, textiles, 
and food, drink and tobacco predominate by value of sales. By value of 
net output, however, the group most affected by the abandonments is 
engineering, shipbuilding and electrical goods, closely followed by textiles. 
In relative terms, however, the groups most completely freed from price 
restrictions are ‘“‘ other manufacturing industries ” and industries concerned 
with the treatment of non-metalliferous mining products—about a fifth of 
the total net output being affected in each case. 


TABLE II 
COMMODITIES FREED FROM PRICE RESTRICTIONS*: BY 
INDUSTRIAL GROUPS 














Value of Net 
Value of Sales Output 
Number 
of Agree- Percentage Percentage 
SIC ments of Total of Total 
Order Aban- {mn _ in each {mn _ in each 

doned Order Order 
2 Mining and quarrying 4! 18 12 “3 8 Bua 
3  Non-metalliferous ae products 40 81 16.9 48 19.7 
4 Chemicals... ; 4 a 24 1.4 9 1.6 
5 Metal manufacture . ne Se 164 8.7 39 7.4 
6 Engineering, etc... ‘a o> aa 192 6.7 100 6.8 
7 Vehicles ih = sia ce 5 0.4 2 0.3 
8 Other metal goods .. Re ‘ti 19 2.3 9 2.6 
9 Precision instruments 7 on. 6 2.5 3 2.9 
10 ‘Textiles y ‘4 <a ve. a 348 16.7 98 15.3 

11. Leather, etc. ce af oo = -—— — — 

12 Clothing 2 a . — — — — 
13. Food, drink, tobacco it . 281 ts0 46 6.2 
14. Wood and cork - oe a Oa 50 11.0 21 11.0 
15 Paper and printing .. ne ‘ac 92 9.6 43 9.5 
16 Other manufacturing a oo 111 27.1 38 ys 
TOTAL MANUFACTURING (3-16) .. 361 1,374 Jan 456 ve 
18 Gas, electricity, water aja ao 1 Neg. Neg. Neg. Neg. 
20 Distribution. . ie - ae 350 1.9 45 y 
Tora (including all other Orders) 380 1,736 - 509 3.2 











* 1954 values throughout. 
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The same data is classified in Table III opposite by broad categories of user. 
Producer goods—predominantly industrial materials—account for about 
60 per cent of the value both of sales and of the net output of all the com- 
modities affected, and for about the same proportion of the actual number 
of agreements abandoned. Consumer goods account for only about a 
third of the total value of sales affected; the total freed from price restrictions 
is equivalent to about 3 per cent of consumers’ expenditure in 1954. The 
total of industrial plant and machinery freed, though a relatively small 
total value, is equivalent to about 9 per cent of gross fixed capital formation 
in plant and machinery in 1954. The value of building and road materials 
freed accounts for about 10 per cent of investment in building and works. 

It cannot, of course, be concluded from these calculations that overall 
the prices of about 3 per cent of the gross domestic product have been 
affected by the abandonment of price agreements. In some industries the 
abandoned agreement was ineffective and its removal is unlikely to make 
any appreciable difference; in others the collective agreements have given 
way to arrangements, generally involving some form of price leadership, 
that may have broadly the same effect. In any case, where the agreement 
was between a small number of firms the solidarity existing between these 
firms would tend to delay the introduction of more competitive pricing. 
On the other hand, it is already clear that many of the agreements, perhaps 
more than half by value, were effective and that their abandonment has led 
to more competitive conditions. Even where the rules of the agreement 
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er. were in practice widely broken, the existence of a formal agreement may, 


put none the less, have influenced some firms—inside and outside the ring— 
m- in making their price decisions; the cancellation of an agreement may thus 
per have wider repercussions in some industries than the bald figures suggest. 
- a It would be most difficult to assess the extent of these effects, and the 
ons effects of the changes in industrial structure that appear to have resulted 
“he from the Act, on the level of prices. There is a general presumption that 
aall agreements tend to keep prices above rather than below the competitive 
10n level, but whether this is so and, if so, by how much cannot be estimated 
ials with any accuracy. If we suppose, however, that the prices of those con- 
rks. sumer goods now freed from price restrictions fell on the average by 10 per 
rall cent (our findings so far do not suggest that such a high figure is likely), 
een at most the index of retail prices would be reduced directly by 0.6 per cent. 
the A fall in the prices of plant and machinery should stimulate productivity, 
ake but it cannot be predicted how any given fall in the prices of producer 
ven 
hip, TABLE III 
1ent COMMODITIES FREED FROM PRICE RESTRICTIONS*: BY 
rese TYPE OF USER 
+ Number Value Value 
= of Agree- of of Net 
1apsS ments Sales Output 
led Abandoned ({mn) ({£mn) 
Consumer Goodst : 
rent Consumption goods .. re +H a 86 426 74 
Consumer durable goods, etc és 23 141 57 
Producer Goods ae roads and building); 
Industrial materialsf . “6 191 948 275 
Plant and machinery . is 7 ~ ¥ 30 82 42 
af Roads and Building: 
Materials : hes ry sa 48 131 56 
Plant and machinery, vehicles és ig ie 2 5 2 
y yi | i mS ae ‘ it 380 1,736 509 


a ae ee (ae 


* 1954 values throughout. 

¢ Includes current purchases by public authorities. 

t Includes goods for further processing and finished goods for own use and for 
assembly. 


goods would affect the general public or the index of retail prices; the 
changes might well be significant, although delayed. Indeed, there may be 
a delay due both to the indirectness of the relationship and to the current 
boom conditions in the economy; the effects, in other words, may become 
more apparent in the next recession. 

The tentative conclusions suggested by the figures are that the importance 
of the Act in leading to lower prices in the economy as a whole through 
the cancellation of registered price restrictions has so far probably been 
rather small. The indirect effects both on prices and in other ways 
KE may be considerably greater, but with a time lag. There are, however, 
a great many price agreements still in operation; and it is reasonable to 
suppose that, because the less effective agreements are likely to have been 
abandoned first, each additional £1 million of sales freed from price 
_—— | restrictions will have a progressively larger impact. 
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AMERICAN REVIEW 





HE major threat to a renewed 

upsurge of economic activity 

was removed early last month 
with the settlement of the steel wage 
dispute, following mediation by Vice- 
President Nixon. ‘Though the Presi- 
dent specifically denied the application 
of “‘ pressure ’’ to the steel companies, 
there is no doubt that the terms of the 
new contract are far from meeting the 
companies’ earlier intentions, even 
though it might be wrong to describe 
the settlement (as it has been by one 
industrial spokesman) as a “ major 
rout”? for employers. Mr Blough, 
chairman of the United States Steel 
Corporation, said that the terms would 
cost the industry $1,000 millions a year 
and that it would add 41 cents an hour 
to labour costs over the thirty-months’ 
period of contract. 

The Administration, however, seemed 
content with the straightforward de- 
claration that there would be no 
“‘ immediate’ price revisions—inter- 
preted by President Eisenhower as 
offering hope that no longer-term am- 
bitions were involved. In many quar- 
ters, however, the impression prevails 
that no great time will be lost in raising 
steel prices, perhaps by $3-$5 a ton on 
a basic average level of about $150. 

The settlement at least clears the 
way for expansion. Steel is looking for 
a 130-million-ton production year, 
against an earlier peak of 117 millions, 
and the motor car manufacturers pre- 
dict a ‘‘ seven-million-car year’’ with 
an output of 2} millions in the first 
quarter. There is some talk of trouble 
on the railroads this spring; otherwise 
no major labour contract is in dispute 
until the autumn. 

Before the steel settlement was an- 
nounced, industry had chalked up a 


quite remarkable performance in De- 
cember when the Federal Reserve 
Board’s industrial production index 
(newly revised) reached 165 (1947-49 
=100), a gain of almost 6 per cent on 
November—one of the sharpest ever 
recorded. ‘There was an increase of 
more than 11 per cent in durable goods 
production. In the next few months, 
at least, the acceleration of capital 
spending and further re-stocking by 
industry will be powerful boosts to 
expansion. 


Budget in the Black 


The Presidential Messages to Con- 
gress contained no surprises. In them, 
Mr Eisenhower fully maintained his 
stand for orthodox finance and bud- 
getary stability—frequently in rigid 
pre-Keynesian terms which the Treas- 
ury and the Federal Reserve Board 
have long managed to evade. The 
fight against inflation, he said, has the 
same urgency as measures “ against a 
forest fire’’; he stressed that the big- 
gest single factor is the confinement of 
federal expenditures below revenue. 
Budget estimates provide for the main- 
tenance of a modest surplus ($200 
millions) for the year to June 30 next 
and for a surplus of $4,200 in 1960-61, 
based on revenue estimates of $84,000 
millions and a “‘ conservative ”’ estimate 
of gross national product at $510,000 
millions for 1960 (compared with $480 
millions in 1959). The surplus is 
scheduled for debt retirement, with all 
the barriers against tax reduction; but 
this, again, is a Presidential ambition 
that may be thwarted by the Demo- 
cratic Party majority in Congress. 

Mr Eisenhower also took special 
steps to renew his earlier appeal to 
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Congress for repeal of the interest 
‘“ceiling’’ of 44 per cent on new 
Treasury issues of more than five 
years’ maturity. Its absurdity in present 
conditions is shown by prevailing yields 
of more than 5 per cent on Treasuries 
up to five years and a declining yield 
curve thereafter to 4.4 per cent on the 
34s of 1978-83. Despite continued 
debate the Federal Reserve Board last 
month had still not raised the discount 
rate into alignment with the short 
money rates prevailing, and the general 
view seemed to be that a rise was 
unlikely before the Treasury’s big re- 
financing was completed. The three- 


months’ Treasury bill rate topped 
4.6 per cent early in the month but 
then receded sharply to 4.1 per cent. 
The January financing programme in- 
cluded sales of $2,000 millions of June 
bills, at an average yield of 4.726 per 
cent and $1,500 millions of new one- 
year bills averaging 5.067 per cent. 
The $11,000 millions refinancing opera- 
tion due this month is expected to 
include a three-to-five-year maturity. 
The subsequent respite from borrow- 
ing activity may be taken as the time 
to raise the discount rate—though the 
fall in the bill rate must lessen the 
chances of an early move. 


American Economic Indicators 











1958 1959 
1956 1957 1958 
Dec Oct Nov Dec 
Production and Business: 

*Industrial production (1957 = 100) 99 100 99 100 102 103 £109 

*Gross private investment (billion $). . 67.4 666 5449 — — — — 

*New plant and equipment ct $).. 35.1 37.0 305 — —- 340 — 

*Construction (billion ; a 45.8 47.8 48.9 53.7 51.8 50.8 52.6 
Housing starts (000 units) 93.2 86.8 100.8 91.0 105.1 923 — 

*Business sales (billion $) 54.8 56.3 54.0 57.4 59.7 594 — 

*Business stocks (billion $) 89.1 90.7 85.1 85.1 88.8 883 — 
Merchandise exports (million $) 1,591 1,738 1,448 1,514 1,476 1,479 — 
Merchandise imports (million $) 1,051 1,082 1,069 1,253 1,205 1,283 — 

Employment and Wages: 

*Non-farm employment (million) 39° Gee FS SOS SAO Sad S25 
Unemployment (000s). . 2,822 2,936 4,681 4,108 3,272 3,670 3,577 
Unemployment as % labour force 4.2 4.3 OS @2:. 2: 
Hourly earnings (mfg) ($) 19 207) 243 2.19 223 af 22 
Weekly earnings (mfg) ($) 79.99 82.39 83.71 88.26 89.06 88.98 91.53 

Prices: 
Moody commodity (1931 =100) te — S 6S US Oe ee 
Farm products (1947-49=100) 88.4 90.9 94.9 90.7 865 854 — 
Industrial (1947-49=100)  . 112.2 125.6 126.0 127.2 128.4 1285 — 
Consumers’ index (1947-49 = 100) 116.2 120.2 123.5 123.7 125.5 1256 — 

Credit and Finance: 
Bank loans (billion $) . 90.3 93.9 98.0 98.0 108.2 1095 — 
Bank investments (billion $) 74.8 76.2 86.6 86.6 80.2 78.7 — 
Bank loans (partial) (billion $) 313 HS WS NA DS BP — 
Consumer credit (billion $) 42.0 44.8 45.1 45.1 499 5304 — 
Treasury bill rate (%).. 2.66 3.27 1.84 281 412 421 — 
US Govt Bonds rate (%) .. 308 3.47 3.43 3.80 4.11 4.12 4.27 
Money supply (billion $) ‘ 226.4 232.3 247.5 247.5 248.2 247.5 — 
Federal cash budget (+ or —) (mill $) +5,524 +1,194-7,288 -7,133 


US Treasury gold stock (mill $) 


NorTes.—Starred items are seasonally 
adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
private investment and equipment for 
1956-58 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1956-58. Business stocks, money 
supply, bank loans, consumer credit and 
gold stock show amounts outstanding at the 


21,949 22,781 20,534 20, 534 19, 486 19, 565 19, 456 


end of the period. Moody’s commodity 
index shows high and low 1956-58, and 
Weekly bank loans are 
derived from partial returns only. Budget 
figures are cash totals. Quarterly figures are 
throughout shown in the middle month of 


end-month levels. 


the quarter. 


are average for month or year. 
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Treasury bill and bond rates 


























These are the territories served by THE CHARTERED BANK and its wholly- 
owned subsidiary, The Eastern Bank Limited, through a system of one hundred 
branches extending to most centres of commercial importance in the Middle 
East, South and South-East Asia and the Far East. Those branches provide 
complete and up-to-date banking services, sustained by expert knowledge and 
long experience of Eastern trade, finance and industry. An effective credit 
information service and skilled assistance and advice are available to United 
Kingdom merchants and manufacturers seeking new business connexions in 


Asian markets. 


THE CHARTERED BANK 


(Incorporated by Roval Charter 1853) 
HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2. 


Offices in the United Kingdom at Birmingham, Manchester and Liverpool. Agencies at New York and Hamburg. 


THE EASTERN BANK LIMITED 
Head Office: 2 and 3 Crosby Square, London, E.C.3. 


ASSOCIATED BANKS: 
Allahabad Bank Led. (incorporated in India) The Irano British Bank (incorporated in Iran) 
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ARAB LEAGUE 


Transit Trade Agreement—An agree- 
ment on transit trade has been concluded 
between Jordan, Saudi Arabia, the 
Lebanon and the Syrian region of the 
United Arab Republic. It is hoped that 
the new pact will be more effective than 
previous ones. One of the main advan- 
tages will be that through goods traffic 
will not have to be off-loaded at frontiers 
as is now often the case. 


ARGENTINA 


International Credit—Details of the 
plan for an international credit to sup- 
port the country’s 1960 currency stabi- 
lization plan show that in all $150 
millions will be placed at Argentina’s 
disposal. Half will come from a group 
of American banks. The other half is 
being put up by 51 banking institutions 
in eight European countries, Britain 
being, by a small margin, the largest 
participant. The credit, which is in 
stand-by form, is repayable in four equal 
six-monthly instalments beginning in 
mid-1961. Early in December Argentina 
arranged a one-year stand-by credit with 
the IMF for $100 millions. 


Investment Guarantee—An agree- 
ment has been concluded with the 
United States whereby American invest- 
ments in the country approved by both 
governments will be guaranteed by 
America against non-convertibility of 
capital and earnings, and other risks. 


AUSTRALIA 


Reserve Bank’s Debut—The Reserve 
Bank Act, 1959, came into operation in 
the middle of last month and the Reserve 
Bank of Australia made its debut as the 
country’s central bank. The Act places 





the central banking activities and the 
commercial business of the Common- 
wealth Bank of Australia under the 
control of separate boards. The central 
banking activities will be carried on by 
the Reserve Bank (though, of course, 
the personnel, offices and direction will 
remain the same); the Commonwealth 
Trading Bank and Commonwealth Sav- 
ings Bank of Australia will be controlled 
by the newly-formed Commonwealth 
Banking Corporation—though the banks 
will continue to operate in their own 
names and the conduct of their business 
will not be affected. 


Petro-chemical Expansion—An agree- 
ment for the construction of new and 





MR FREDERIC A. POTTS 
President 
The Philadelphia National Bank 
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expanded petro-chemical plants in New 
South Wales has been concluded be- 
tween Shell Chemicals (Australia) Pty 
and Imperial Chemical Industries (Aus- 
tralia and New Zealand). ‘The agreement 
provides for the establishment of a £A10 
millions ethylene manufacturing and 
purification plant at Clyde, New South 
Wales. 


AUSTRIA 


Oil Compensation—An agreement has 
been concluded between the Govern- 
ment and the Shell and Socony Mobil 
oil groups compensating them for the 
loss of properties in eastern Austria 
which became the property of the 
Austrian state under the peace treaty 
concluded with the Soviet Union in 
1955. ‘The amount involved is put at 
$13.7 millions. 


BELGIUM 


Bank Rate Raised—The Belgian cen- 
tral bank announced the raising of Bank 
rate from 3} to 4 per cent in the last 













week of December. Although economic 
activity has recently been picking up, 
Belgium seems in no immediate danger 
of running into an inflationary boom as 
a result of over-expansion. ‘The decision 
has evidently been prompted mainly by 
external considerations, notably the pres- 
sure imposed on the gold reserves by 
the advance in short-term interest rates 
abroad and by the strains imposed on the 
Government’s finances by the Congo. 


Supporting the Congo Franc — The 
Minister for Congo Economic Affairs, 
M. Scheyven, has tabled a bill fixing 
the gold parity of the Congo franc at 
the same level as that of the Belgian 
franc. ‘This both formalizes the existing 
parity and makes it clear that the two 
currencies are entirely distinct. A clari- 
fication of the status of the Congo franc 
is said to have been made desirable by 
the decision of the Belgian central bank 
to support the Congolese. currency 
during the current political and eco- 
nomic crisis in the Congo. ‘The form 
that this support is taking is temporary 
advances in Belgian francs to the central 
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bank of the Congo which the latter can 
use as part of the statutory cover for 
the note issue. ‘This assistance is con- 
ditional upon consultation on credit 
policy between the governors of the two 
central banks and on the strict observance 
by the Congo Government of a limita- 
tion on its borrowings from the central 
bank. 


CANADA 


Output Hit by Strikes—Canada’s gross 
national product showed no increase in 
real terms between the second and third 
quarters of 1959; the rise of 0.3 per cent 
in money terms reflected the higher 
level of prices. In the first half of the 
year production in real terms increased 
by 5 per cent. The flattening out in the 
ensuing three months has been attri- 
buted by the Bureau’ of Statistics to 
strikes, notably in the forestry industry 
and in the American steel industry. 


CEYLON 


Treasury-Bank Clash—The decision of 
the central bank to raise the Bank rate 
by $ per cent to 3 per cent in the third 
week of December was disapproved of 
by the Government and a week later 
the bank was instructed to restore the 
rate ‘to 25 per cent. The Finance 
Minister invoked for this purpose powers 
conferred upon him by the central bank 
legislation of 1949. The bank’s decision 
to raise the rate from the level at which 
it had been standing for some six years 
was apparently taken because of concern 
over the possible re-emergence of infla- 
tionary stresses. It has not been made 
clear whether the Government’s reaction 
was attributable to the fact that it was 
not consulted in advance or because it 
felt that dearer money was undesirable. 


CHILE 


Overseas Borrowing—7The World 
Bank has approved a further loan of 
$32.5 millions for developing the electric 
power industry in the country. It is 
for 25 years and bears an interest rate 
of 6 per cent. Amortization is due to 
start in 1963. An agreement has also 


_ been reached between the Government 
-and a German banking concern for a 
loan to Chile of DM 50 millions. 


CHINA 
UK Link Severed—The last remaining 
British import and export company 
operating in Communist China—the 


Shanghai branch of China Engineers— 
closed down at the end of December, 
with the approval of the authorities. 
Of the active British businesses formerly 
functioning in Shanghai there remain 
now only the Hongkong and Shanghai 
Banking Corporation and the Chartered 
Bank; the activities of both these are 
very largely restricted to the financing 
of export and import trade. 


CUBA 


Austerity Warning—President Castro 
has warned the country that it must 
expect to endure austerity conditions for 
some while. The Government has fol- 
lowed up its announcement in November 
that all oil exploitation companies would 
have to hand over to the Government 
60 per cent of their revenue from their 
concessions in Cuba with a threat to 
take over sugar plantations, mostly 
American-owned, as soon as the current 
crop has been harvested. Expropriations 
will take place under the Agrarian 
Reform Law, which provides for com- 
pensation through the issue of 20-year 
bonds. 


CYPRUS 


Makarios Victory—The presidential 
election held early in January resulted 
in an easy victory for Archbishop 
Makarios, the Greek Cypriot leader. 
Subsequently, atrangements were made 
for a delegation to visit London under 
his leadership to discuss the consti- 
tutional change-over to take place later 
this year, when the island is due to 
become a republic. 


CZECHOSLOVAKIA 


Trade Pact Extended — The trade 
agreement with Britain, which was due 
to expire at the close of 1959, has been 
extended until the end of April pending 
the negotiation of a new arrangement. 
The Czech default on loan payments to 
Britain is believed to have been partly 
responsible for Britain’s reluctance to 
conclude a new agreement to take effect 
at the beginning of 1960. 


EUROPE 


Settlement System to Continue—The 
Council of the OEEC has decided that 
the multilateral settlements system set 
up under the European Monetary Agree- 
ment at the end of 1958 should be con- 
tinued at least until the end of 1961. 
The whole Agreement is due to be 
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Operates from Prime Documents 
Computes in Sterling 


Automatically Selects and Posts 
Conventional Ledger and Statement Daily 


The New Burroughs B-251 VRC—A Visible Record Computer—adds a new dimension 
to what already is one of the broadest lines of computer systems, augmenting 
the Burroughs 205 and 220 Computer Systems now available to banks. This 
computer is designed specifically to operate directly in sterling and to meet 
the needs of British banks. It is the first electronic data-processing system 
capable of selecting and making printed daily entries in individual visible and 
conventional account records—instructions being read directly from post- 
ing media, without any intermediate operations to produce punched tape, 
punched card, or magnetic tape input. It automatically prints current entries 
and new balances. It controls overdrafts and stop-payments, calculates 
interest and account charges in accordance with established practice, and 
provides the management data so essential to modern banking. 

For further information on the new Burroughs B-251 Visible Record Com- 
puter for Banks, see your Burroughs Bank Representative today, or write to 
Burroughs Adding Machine Limited, Avon House, 356/366 Oxford Street, London W.1. 


> Burroughs 
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re-examined at that time, but the settle- 
ment system was originally established on 
an annual review basis. 


New Trusts—The Deutsche Bank is 
setting up a new European open-end 
trust 1n collaboration with the Amster- 
damsche Bank and Banque de la Société 
Général de Belgique. It is to concen- 
trate on common market securities. ‘The 
managing company—Euralliance—has 
been established in Luxembourg. 

A group of French, German, Italian 
and Dutch banks has founded a new 
company known as “ Interfonds ”’ with 
headquarters at Basle to set up and 
manage unit trust funds. 


Coal Market Suspended—The High 
Authority of the European Steel and 
Coal Community has decided that to 
help overcome the crisis in the Belgian 
coal industry the common market in 
coal between the six member countries 
should be indefinitely suspended. 


FINLAND 


Repatriation Facilities—The Finnish 
Government’s special bond issue re- 
served for holders of blocked Finmark 
accounts was not fully subscribed. The 
Bank of Finland therefore announced 
new measures to enable owners of these 
balances to repatriate their money if 
they wish to do so. 


FRANCE 


M. Pinay Departs—President de Gaulle 
last month relieved M. Antoine Pinay 
of his post as Finance Minister and 
appointed M. Wilfrid Baumgartner, 
Governor of the Bank of France, in his 
place. Rumours of a split in the Cabinet 
between M. Pinay, who in the past year 
has become identified with the strength 
of the franc, and other ministers un- 
settled the Paris bourse in the early part 
of January. 


“New Franc”’ Introduced—The “‘new 
franc ’’—equal to 100 of the old—made 
its appearance at the beginning of last 
month. Printing of the new notes is 
well under way and a substantial supply 
of new coins is available. The new 
five-franc and two-franc pieces are of 
silver, 0.835 fine (the French mint is 
believed to have purchased some 500 
tons of silver during the past year, 
mainly in London), and the one-franc 
piece is of nickel. 


Liberalization Progress—New meas- 
ures to increase the liberalization of 


imports from 81 to 90 per cent took 
effect at the beginning of January. It 
has also been announced that in future 
insurance contracts may be issued in 
foreign currency for maritime and other 
types of transport. 


US Borrowing—A $50 millions issue 
of bonds of the Credit Foncier carrying 
a French Government guarantee has 
been placed on the New York market 
by a syndicate of American banks, the 
first operation of its kind since 1924. 


GERMANY 


Repaying Debts—The German authori- 
ties have offered America advance repay- 
ment of post-war debts amounting to 
$200 millions. ‘This has aroused con- 
siderable interest in Britain since the 
London Agreement on German debts 
of 1953 provided for equal debt repay- 
ment treatment for America, Britain 
and France. 


Government Bond Offer — The 
Government floated a DM 500 millions 
bond issue on the capital market in 
mid-January. Redeemable within 15 
years, it gives a yield of 6.36 per cent 
to maturity. 


New Investment Funds—The Dresd- 
ner Bank has announced the formation 
of a new investment fund known as 
‘* 'Transatlanta ’’ to take up the shares of 
leading companies in western Europe 
and North America. It will issue units 
of DM 50 each. Another new invest- 
ment fund has been formed in Dussel- 
dorf by a group of German, British and 
Dutch banks under the name of “* Anglo- 
Dutch ” to invest in British and Dutch 
securities. 


Looking Westwards—Herr Berg, presi- 
dent of the German Federation of In- 
dustries, who recently headed a mission 
to Latin America, has said that this is 
the most promising area for overseas 
investment by German and European 
industry. i 
More Finance for Exports — The 
authorities have announced detailed 
plans for creating and using the pro- 
posed special fund for promoting the 
economic development of backward 
regions of the world. An existing fund 
of DM 260 millions arising from US aid 
counterpart funds is to be raised to 
DM 600 millions by annual increases of 
up to DM 60 millions. Other sources 
will be drawn upon gradually to raise 
the total to DM 1,200 millions. The 


119 








money is intended for use mainly in 
extending credit for German exports, but 
part of it might be devoted to sponsor- 
ing development in other ways. The 
Government has also indicated that 
Parliamentary approval is being sought 
for the raising of the present limit of 
DM 9,500 millions on export credit 
guarantees provided by the Hermes 
organization to DM 12,000 millions. 


GHANA 


A House of its Own—A committee 
has been formed in London to advise 
the Ghana Government on the possi- 
bility of setting up a Stock Exchange in 
Accra. 


GREECE 


DLF Loan—The Development Loan 
Fund has approved a $31 millions loan 
to Greece for financing a hydro-electric 
power project. The work is to be under- 
taken by American firms. 


INDIA 


Bankers’ Mission—It was announced 
towards the end of December that, at 
the suggestion of the World Bank, a 
delegation of prominent western bankers 
will visit India during February and 
March to study the country’s economic 
needs. The party will consist of Sir 
Oliver Franks, chairman of Lloyds Bank, 
Mr Allan Sproul, former president of 
the Federal Reserve Bank of New York, 
and Dr Herman Abs of the Duetsche 
Bank. 

Discrimination Ended—aAll remaining 
discrimination against goods originating 
in dollar countries is being removed. 
Dollar imports were to a large extent 
placed on the same basis as goods 


originating in other currency areas in 
1957, but Indian importers have so far 
taken little advantage of the concession, 
presumably because they can satisfy 
their requirements more cheaply outside 
the dollar area. 


INDONESIA 


Bigger Deficit—The Finance Depart- 
ment announced last month that the 
total budget deficit for 1959 was 21,827 
million rupiahs, nearly three times the 
amount estimated in the budget state- 
ment. The growing gap in the Govern- 
ment’s finances is said to be playing a 
major part in keeping inflation on the 
march. Resort to the note printing 
press to cover the deficit has meant that 
the note circulation, which was reduced 
sharply by the currency reform in the 
middle of the year, has recently been 
climbing steeply again. 


IRAN 


Port Projects Suspended—The Seven 
Year Plan Organization called a halt to 
development work on Persian Gulf ports 
towards the end of December. No 
reason was given for its action. Many 
of the projects are believed to be three- 
quarters finished. It has been suggested 
that the organization’s action may be 
due to shortage of funds. 


ISRAEL 


UK Funds for Development — A 
number of institutions in the City of 
London have launched an investment 
trust known as Anglo-Israel Securities to 
participate in development in Israel. An 
initial placing of £150,000 of shares was 
made with the institutions represented 
on the board. The public has been 
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invited to subscribe a further £850,000 
on the same terms to bring the issued 
capital up to £1 million. 

Credit Rating Service—A credit rating 
service on the lines of that operated by 
Dun and Bradstreet in the United States 
is being established as part of the drive 
to encourage capital investment. 


ITALY 


Reserves Top $3,000m—lItaly’s ex- 
ternal reserves rose to around $3,000 
millions at the close of 1959, making a 
total increase of about $800 millions 
during the year. This made the country 
the possessor of the third largest reserve 
in the world, its total being exceeded 
only by Germany and the United States. 


State Industries Plan—A major plan 
for the reorganization of the country’s 
state-controlled industries is being pre- 
pared by the Instituto per la Ricon- 
struzione Industriale which controls 
almost all of the concerns with the ex- 
ception of those in the ENI-AGIP oil 
corporation group. One of the first 
measures said to be envisaged is the 
re-grouping of shipyard interests. 


JAPAN 

Import Freedom Foreshadowed— 
A series of import relaxations aimed at 
raising the proportion of liberalized 
trade from 32 to 42 per cent was an- 
nounced in mid-January. At the same 
time it was indicated that the Govern- 
ment is hoping to liberalize imports 
completely within three years. 

Imports of raw cotton and raw wool 
will be liberalized at the beginning of 
April, 1961. 


Help for Shipbuilders—Although the 
economy as a whole is now expanding 
rapidly, the shipping industry remains 
depressed. In consequence, the Govern- 
ment has decided to encourage ship- 
building firms to enter the civil con- 
struction field by promising the help of 
the Development Bank in financing such 
projects. Other aid measures include 
longer-term credit facilities for foreign 
purchasers of Japanese ships. 


MALAYA 


Borneo Loan— ‘The North Borneo 
Government floated part of a develop- 
ment loan through the Singapore and 
Malayan Federation markets in Decem- 
ber—the first time this has ever been 


done. The issue was for M$8 millions 
of bonds redeemable either in 1965-67 
or 1974-76 and bearing interest at 
54 and 6 per cent respectively. 


NEW ZEALAND 


No Overseas Borrowing—A Govern- 
ment spokesman has said that because 
the improvement in the balance of pay- 
ments has been even more marked than 
the authorities had anticipated it would 
probably be unnecessary for the Treasury 
to borrow anything abroad during the 
financial year ending March 31 next. 
In the year to March, 1959, overseas 
borrowings totalled £44 millions. 


Steel Mill Plans—The Minister of 
Commerce and Industries has announced 
plans for building a £3.6 millions bar 
steel mill at Auckland. Local interests 
will hold the majority of the ordinary 
shares, but British steel firms and finan- 
cial institutions are expected to take up 
some of the share and debenture capital. 
The Government has assured firms 
sponsoring the scheme that the mill will 
be protected from competition from 
dumped or unfairly-priced products. 


NIGERIA 


New Trade Office—In view of 
Nigeria’s increasing importance as a 
market for British products, the UK 
Board of Trade has established a full- 
time Trade Commissioner’s office at 
Ibadan in the western province. 


NORWAY 


D-Marks for Oslo—The city of Oslo 
has announced plans to raise DM 30 
millions in western Germany through 
an issue of 53 per cent bonds redeem- 
able in 1965-75. ‘The money is to be 
used for financing an extension of the 
municipal power station. 


PAKISTAN 


Second Plan Outlined—The Second 
Five Year Plan, due to come into opera- 
tion in the middle of this year, provides 
for expenditure of about £1,400 millions 
on development projects, an increase of 
about 60 per cent on the estimated out- 
lays during the first plan period. It is 
hoped that this will raise the national 
product by about 20 per cent and thus 
allow for a rise of about 7} per cent in 
the country’s ‘“‘ abysmally low ’’ living 
standards after allowing for the growth 
of the population. If the programme 
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Users say... 


“30,000 stock items held 
throughout the U.K. 
accurately reviewed each 
month, correcting unbalance, 
excesses and shortages, 
and considerably reducing 
the stores holding.’ 


‘Positive control has reduced 
work in progress by 55%, 
the production cycle by 40%, 
and shortages by 80%.’ 

‘With two computers we 
processed 2,048,000 subsidy 
claims last year totalling 
£47 million, and payment 
was much quicker.’ 


The 1202 general-purpose com- 
puter is a tried and proven success 
in companies both large and small. 
It is the latest in a series that has 
already exceeded more than half 
the combined sales of all other 
commercial computers ordered 
and delivered in Great Britain. 
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can be carried out—and President Ayub 
has explained that besides hard work, 
more taxation and increased voluntary 
saving at home, Pakistan will need a 
good deal of help from friends abroad 
to implement it—food production will 
be increased by 20 per cent, thereby 


making the country self-sufficient in this. 


respect. There will be a further 50 per 
cent rise in the output of large-scale 
industry and a rise of 15 per cent in the 
output of small-scale industry. 


Banking Mission—A _ delegation of 
western bankers consisting of Sir Oliver 
Franks, Mr Allan Sproul and Dr Her- 
man Abs will visit the country during 
February and March at the suggestion 
of the World Bank to study develop- 
ment planning needs. 


POLAND 


No Agreement—Talks held in London 
during December produced no agree- 
ment on a pact to replace the three- 
year trade agreement with Britain which 
expired at the end of 1959. It was sub- 
sequently stated that it was hoped to 
resume the discussions in the spring, 
and that in the meantime the existing 
arrangement would be extended for six 
months. ‘The talks are believed to have 
run into difficulties over Britain’s in- 
sistence that it could give no commit- 
ments about purchases of Polish bacon. 


SPAIN 


Objectives Attained—The annual re- 
view of the Banco Central, one of the 
country’s leading commercial banks, 
says that the official stabilization plan 
introduced last July has been a tre- 
mendous success. It suggests that all 
the plan’s main objectives have been 
attained at remarkable speed. 


Steel Project—Following a visit to 
Spain of Herr Krupp, the German steel 
magnate, it was announced that long- 
term credit arrangements have been 
completed for the construction of an 
oxygen steel works in Spain by a Ger- 
man-Austrian consortium. Credit facili- 
ties involved are put at DM 35 millions. 


SWEDEN 
Bank Rate Raised—The Riksbank 


raised its discount rate from 443 per cent 
to 5 per cent on January 15. It had 
remained unchanged since May, 1958. 


Inflation Warning—An OEEC report 
on economic conditions in Sweden says 
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that a major policy objective must be to 
prevent the renewed expansion giving rise 
to inflationary pressures. In particular, 
the growth in bank advances should be 
kept within reasonable limits and efforts 
made to reduce the budget deficit. 


SWITZERLAND 


Credit ‘* Restraint ”—An OEEC report 
on economic conditions in Switzerland 
forecasts a more rapid expansion in 
activity during the next few months. 
It suggests that labour shortages should 
not be a limiting factor in view of the 
possibility of bringing in foreign workers 
and suggests that productive capacity in 
industry still leaves a reasonable margin 
for increased output. At the annual 
meeting of the National Bank held 
towards the end of December, however, 
the chairmian, Dr W. Schwegler, sug- 
gested. that the marked revival of 
activity was in danger of leading to 
unsound excesses. Because of the key 
position that the credit sector occupied 
in the current phase of economic ex- 
pansion, the Bank had sent a circular to 
the commercial banks asking them to 
observe restraint and proceed selectively 
in the granting of new credits, giving 
priority to financing cheap housing. 


UNITED ARAB REPUBLIC 


Suez Loan—The long-projected World 
Bank loan to Egypt for financing im- 
provements in the Suez Canal was 
finally announced at the end of Decem- 
ber. The loan is for $56.5 millions, is 
repayable over 15 years starting in 1962, 
and will bear interest at 6 per cent. 
Participation in excess of $5 millions, 
without the Bank’s guarantee, has been 
arranged with seven leading American 
banks and the Bank of Tokyo. ‘The 
Bank explained that the need to widen 
and deepen the canal stems not only 
from growing traffic but also to a large 
extent from the increase in the size of 
tankers seeking transit. ‘The total cost 
of the programme is estimated at $108 
millions; the Bank’s loan will cover the 
foreign exchange requirements. 


URUGUAY 


Livestock Loan—The World Bank 
has’ granted Uruguay a loan of $7 mil- 
lions for a programme to foster the use 
of improved methods of pasture develop- 
ment and livestock production. It is for 
12 years and bears an interest rate of 
6 per cent. 








APPOINTMENTS AND RETIREMENTS 


London Clearing Banks—Mr F. Keighley, 
chief general manager of National Provincial 
Bank, has been elected chairman of the 
Chief Executive Officers’ Committee in 
succession to Mr A. D. Chesterfield, chief 
general manager of Westminster Bank. 
Scottish Banks—General Managers’ Com- 
mittee: Mr J. O. Leslie, formerly of the 
Bank of Scotland, to be the first full-time 
secretary on the resignation of Mr F. S. 
Taylor. 
Barclays Bank—Head Office: Mr W. 
Scrivens to be an assistant general manager. 
Metropolitan Managers’ Office: Mr H. S. 
Webb to be chief metropolitan manager. 
Credit Information Dept: Mr E. A. Judge to 
be manager. Stamping Dept: Mr. E. W. 
Stent to be manager. Chief Foreign Branch: 
The following have been appointed depart- 
mental managers: Mr W. L. Lister, 
Mr C. E. Russell, Mr C. S. Francis, Mr S. 
Lloyd-Smith, Mr N. M. Hamilton, Mr 
G. J. H. Hammond, Mr G. V. Watling, 
Mr R. S. Brown, Mr C. W. Plummer, 
Mr R. H. Grist, Mr V. J. Robertson, Mr 
S. E. Clark, Mr L. A. Raven, Mr E. R. 
Bicknell. Trustee Dept, Wolverhampton: 
Mr W. S. Gladstone, from Manchester, to 
be manager. <Ashton-in-Makerfield: Mr 
R. W. Hart, from Market St, Bolton, to be 
manager on retitement of Mr D. R. Delves. 
Coventry, Fletchimstead Highway: Mr W. R. 
Clark, from High St, Coventry, to be 
manager on retirement of Mr T. R. Hallam. 
British Linen Bank—Edinburgh, South 
Morningside and Fairmilehead: Mr W. M. 
Sutherland, from Head Office, to be manager 
on retirement of Mr S. W. B: Herald. 
Clydesdale & North of Scotland Bank-— 
Aboyne: Mr A. G. A. Grigor, from Trustee 
Dept, Aberdeen, to be manager on retire- 
ment of Mr W Towns. 

District Bank—Mr S. H. Coomer, formerly 
an assistant general manager, to be a joint 
general manager; Mr W. E. English, from 
Corn Exchange, Manchester, to be an 
assistant general manager. Banbury: Mr 
E. C. Macdonald, from Birmingham, to be 
manager. Carnforth: Mr H. C. Barber, 
from Barrow-in-Furness, to be manager. 
Lloyds Bank—Mr R. J. Blanch to be 
secretary on retirement of Mr J. E. Wavy. 
Burnley: Mr A. J. Batkin, from Scunthorpe, 
to be manager. Hexham (also Allendale): 
Mr T. Swainston, from Keswick, to be 
manager on retirement of Mr F. A. Hope. 
Huntingdon: Mr K. 'T. Wright, from March, 
to be manager in succession to the late 
Mr D. F. Hawkes. 

Martins Bank—Sir Cuthbert B. Clegg has 
been elected to the general board; Mr N. G. 
Lancaster has been appointed to the Mid- 
land district board. London, Golders Green: 
Mr K. F. Postle, from Gracechurch St, to 
be manager. Bentham and Ingleton: Mr 
F. R. Alston, from Settle, to be manager. 
Warrington and Lymm: Mr F. Whewell, 
from Whitefield, to be manager. 


Midland Bank—Head Office: Mr C. E. 
Trott to ng a joint general manager; Training 
Dept: Mr M. W. Lambert to be tutor-in- 
charge = Leeds training branch on retire- 
ment of Mr J. Niven. London—Catford, 
Rushey Green: Mr R. L. Pallett, from 
Tunnel, Rotherhithe, to be manager on 
retirement of Mr R. Taylor; High Holborn: 
Mr R. E. Cordwell to be sole manager; 
King’s Cross: Mr J. H. Searle, from Rosebery 
Ave, to be manager in succession to the late 
Mr G. H. Smith; Oxford Circus: Mr G. R. 
Birkinshaw to be manager in succession to 
Mr C. W. James; 431 Oxford St: Mr F. G. 
Sivyer, from High Holborn, to be manager 
on retirement of Mr F. J. Letzer; Rother- 
hithe, Tunnel: Mr G. W. Sims to be manager 
in succession to Mr R. L. Pallett; Thread- 
needle St: Mr R. F. Gibbs, from Coleman 
St and Moorgate, to be deputy assistant 
manager in succession to Mr Evans; 
Westminster, Central Hall: Mr C. W. 
James, from Oxford Circus, to be manager 
on retirement of Mr F. E Broad. 
Ashford (Kent): Mr L. F. Swaite, from 
Lydney, to be manager in succession to 
Mr J. V. Catlin. Birmingham, Corporation 
St: Mr R. W. Turner, from High Rd, 
Ilford, to be manager on retirement of Mr 
P. A. Turner. 

Midland Bank, Overseas Branch—Mr 
G. I. Williamson has been apointed chief 


foreign manager and Mr P. J. Shaw has 
been appointed assistant chief foreign 
manager. 


National Provincial Bank—The Rt Hon 
Lord Plowden has been appointed a director. 
London—City Rd: Mr D. H. Stanton, from 
Tottenham Court Rd, to be manager on 
retirement of Mr J. Warren; Clapham Func- 
tion: Mr A. F. Preece, from Princes St, to 
be manager on retirement of Mr D. Mce- 
Michael; New Bridge St: Mr E. C. N. 
Gower, from Wimbledon, to be manager; 
Wimbledon: Mr G. L. Bowler, from Lin- 
coln’s Inn, to be manager. 

Westminster Bank—Head Office: Mr N. J. 
Chambers to be assistant chief inspector. 
London—Bloomsbury (Parr’s): Mr L. 
Cracknell, from Slough, to be joint manager; 
Bowes Park: Mr E. J. Wonfor, from Green- 
wich, to be manager; Catford: Mr W. R. 
Mclver, from Welling, Kent, to be manager; 
Cockfosters: Mr P. J. Purchase to be 
manager; New North Rd: Mr R. E. T. 
Cahill to be manager; North Ealing: Mr 


F. P. Mackrow to be manager. Ashford, 
Middlesex: Mr G. J. Earl to be manager. 
Bromley Common: Mr Browning, 
from Brixton, to be manager. Chipping 


Sodbury: Mr D. H. Kirby, from Clevedon, 
to be manager. Dukinfield: Mr A. R. 
Evans to be manager. East Sheen: Mr 
F. S. A. Mullett to be manager. East 
Twickenham: Mr H. J. Sice to be manager. 
Grimsby, Riby Sq: Mr H. S. Rawlinson to 
be manager. Harlow, Mark Hall: Mr S. H. 
Roberts to be manager. 
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E. 
ng 
ni- 
- Banking Trends since World War I* 
m Net 
mn Averages Deposits Liquid Assets TDRs Investments Advance 
n: of Months: {mn {mn % {mn {mn — {mn y S| 
T; 1921 .. 1,759 680 38 — 325 18 833 46 
ry ee )0Cté‘(i‘ “:é‘ié«éCKkiC 658 37 —- 391 22 750 42 
ite fa>Cté‘(<w.!~;S «CC 581 35 — 356 21 761 46 
R. 1924 .. 1,618 545 33 — 341 20 808 49 
to S75 Cé‘(«jNCj :;(‘(iéié‘éS#«C 539 32 -— 286 17 856 52 
G. 1926 .. 1,615 532 32 — 265 16 892 54 
er 1927 .. 1,661 553 32 254 15 928 54 
or = ee 584 33 — 254 14 948 54 
er 1929... _~—s-: 1,745 568 32 — 257 14 991 55 
d- a 596 33 — 258 14 963 54 
o- 1931 ye aa 560 32 — 301 17 919 52 
as 1932 .. 1,748 611 34 — 348 19 844 47 
N. 1933. (ti«aw—«-: 1 «SOD 668 34 oo 537 28 759 39 
one 1934 .. 1,834 576 31 a 560 30 753 40 
'd 1935 .. 1,951 623 31 os 615 31 769 38 
on 1936 =... ~= 2,088 692 32 _- 614 29 839 39 
thy 1936 ~.. 2,160 713 32 —- 643 29 865 39 
0s | ee 683 30 _- 652 29 954 42 
1938 .. 2,218 672 30 — 637 28 976 43 
vir 1939 = .. 2,181 648 29 -- 608 27 991 +4 
1940 .. 2,419 785 31 73 666 27 955 38 
vir 1941 ae 676 23 495 894 30 858 29 
ief 1942 .. 3,159 712 22 642 1,069 33 797 24 
1as 1943 .. 3,554 723 20 1,002 1,147 31 747 20 
gn 1944 .. 4,022 788 19 1,387 1,165 28 750 18 
=>)lCété‘(<t;#*«é«k 886 19 1,811 1,156 25 768 16 
me 1946 .. 4,932 1,280 25 1,492 1,345 26 888 17 
a 1947 .. 5,463 1,646 29 1,308 1,474 26 1,107 20 
on wee. .: ~Seee 1,703 29 1,284 1,479... 25 1,320 22 
aes 1999 =O ts(i«ws«jY#’CSSS , 77222 1,920 32 983 1,505 25 1,440 24 
bn 1950 —.._~—s «55, 811 2,345 39 430 1,505 25 1,603 27 
tn. 1951 co ~~ oe 2,308 38 247 1,624 26 1,822 30 
N a 2,097 34 —- 1,983 33 1,838 30 
aes 1953 .. 6,024 2,201 35 — 2,163 35 1,731 28 
‘Pe 1954 .. 6,239 2,190 34 — 2,321 36 1,804 28 
1955 .. 6,184 2,098 33 — 2,149 33 2,019 31 
J 9360—Cti‘(«‘j:(C‘ét EZ 2,218 35 — 1,978 32 1,897 30 
ole. 1957. —S— iw. ~Ss 6,138 2,256 35 oo 2,008 31 1,952 30 
'R. 1958 .. 6,330 2,256 34 aH 2,149 32 2,007 30 
winks 1958: Nov... 6,495 2,287 33.7 -—- 2,152 31.7 2,132 31.4 
"R Dec 31 ~=6,761 2,495 34.7 -— 2,102 29.2 2,245 31.2 
er ; 1959: Jan .. 6,615 2,421 34.9 -—- 2,021 29.2 2,259 32.6 
be Feb .. 6,340 2,141 32.3 — 1,962 29.6 2,333 35.2 
T. Mar .. 6,328 2,053 31.0 —- 1,928 29.1 2,441 36.8 
Mr April.. 6,384 2,092 31.2 —— 1,884 28.1 2,500 37 .3 
rd, May .. 6,366 2,080 30.9 os 1,837 27.3 2,561 38.0 
yer. June 17 6,471 2,192 32.3 —- 1,816 26.8 2,586 38.1 
ng, June 30 6,655 2,270 32.1 = 1,812 25.6 2,692 38.0 
ng July .. 6,645 2,283 32.7 —— 1,811 26.0 2,676 38.4 
on, Aug .. 6,637 2,280 32.9 - 1,802 26.0 2,697 39.0 
R. Sept .. 6,723 2,340 33.2 _- 1,790 25.4 2,737 38.9 
Mr Oct .. 6,869 2,477 34.4 -— 1,729 24.0 2,803 38.9 
vast Nov .. 6,860 2,419 33:6 _ 1,729 24.0 2,849 29.3 
yer. Dec 16 7,043 2,543 34.2 —_ 1,720 23.1 2,917 39.1 
1 to Dec 31 = 7,165 2,628 34.3 — 1,710 4.3 2,961 38.6 
et. * Ten clearing banks for 1921-35, thereafter eleven. + Ratios to gross deposits. 
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Trend of “ Risk ’’ Assets 


(£ million) 


























Dec 16, 1959 Change in 
“, of Monthly Periods* 
Gross 1959 
Deposits Sept Oct Nov Dec 
Investments: | 
nm. sa a9) eee 0.1 0.4 +0.1 
Lloyds .. - 1. anes 24.1 —. 5.7 — 0.5 —- 0.1 — 3.6 
Midland re i.” ees 24.2 — 0.2 — 52.6 — —_— 
National Provincial 174.8 19.7 — 0.4 8.1 -~ 0.3 »- 6.9 
Westminster .. 211.6 22.0 —- —- 0.1 -- —- 6.0 
District . . Ry a 62.3 23.7 —- 0.5 —- 0.1 —- - 0.7 
Martins we = 70.0 20.1 | — 0.1 - 0.1 _ i @.9 
Eleven Clearing Banks. . 1,719.9 23.1 | 2.2 — 60.4 — 0.2 — 8.9 
Advances: | 

Barclays. . 652.0 39.3 | +11.3 +15.9 -10.4 + 12.6 
Lloyds 517.8 38.9 | + 8.5 + 7.0 + 3.7 + 6.7 
Midland - 618.0 38.1 | + 6.7 -23.3 +16.8 + 34.8 
National Provincial 343.8 38.8 | + 9,2 + 10.4 + 6.8 —- 12.4 
Westminster 385.2 40.0 | + 3.2 6,4 + 8.4 +12.8 
District .. 102.4 38.9 | + Q.7 - 1.1 L 3.6 + 2.9 
Martins ie .. 138.0 39.7 | — 4.3 + 3.1 —- 1.3 —- 0.6 
Eleven Clearing Banks. . 2,911.6 39.1 | +39.8 + 65.7 +- 46.4 +62.3 


* For changes in the year to December 31, 1959 (as distinct from the new mid-December 
make-up date on which these figures are based), see Table III on page 104. 





Trend of Bank Liquidity* 








1957 1958 1959 
Dec Dec Dec 
Mar Dec Mar Oct. Nov 31 Mar Oct Nov 16 31 
yA yA y 4 yA y 4 7 ) yA yA yA y y 4 
Barclavs .. aed. 32.4 8.2 Bw MB. M.4 eek Sous 86.4 2 ae 
Lloyds 29.7 37.3 M.S 3.2 MO MM. eS 6S OSs Se ae 
Midland 34.1 39.0 33.9 35.0 35.4 35.3 30.4 35.2 34.4 34.2 36.1 
National Prov 31.1 39.5 34.0 31.7 32.8 36.0 31.1 35.2 35.2 37.6 37.0 
Westminster . 34.3 39.0 35.4 33.1 32.5 33.2 32.8 34.9 34.0 34.6 33.4 
District . $8.7 W.2 3.3 H.2 M.S Be. BS Ri 22.7 Be Saas 
Martins wet S280 BB. B.5 3.7 M2 2.5 Me west RS Bee 
All Clearing I 
Banks .. 32.6 38.4 33.9 33.2 33.7 34.6 31.0 34.4 33.6 34.2 34.3 
* Cash, call money and bills shown as percentage of gross deposits. St 
Money and Bill Rates 
Mondays: Jan 19, Nov 16, Dec 28, Jan4, Janil1, Jan18, Jan 25, 
1959 1959 1959 1960 1960 1960 1960 
per cent 
Bank rate .. sa o 4+ 4 + + + 4 5ST W 
Treasury bills: 
Average allotment rate* 34 33 ‘33 33 3 3 33 4% 
Market’s dealing rate, Tr 
3 months - a 34 3H 38 3% 3% 3 4 425 
Bankers’ deposit rate nS 2 2 2 2 2 2 3 r 
Short money: 
Clearing banks’ minimum 2% 23 2 23 2% 2% 33 
Floating money .. 24-33 2§-31 34-34 22-33 24-33 2%-34 4-42 
‘US Treasury Bill. . 2.591 4.332 4.516 5.009 4.590 4.436 4.116 ‘ 
* Preceding Friday. + Lowered from 44% on 20.11.58. ft Raised on 21.1.60. at | 
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THE EXCHEQUER FINANCES 


I—The Budget 
(£ million) 
Gain or 
Original Expected April 1, loss* on 
budget gain or 1959, to corresponding 

estimates loss* on Jan 16, period of 

1959-60 1958-59 1960 1958-59 

‘Total Inland Revenue te me 2,856 — 160 1,758.2 + 6.8 

Customs and Excise .. - We 2,150 — 41 1,788.2 L 56.2 

Other revenue 7 a 319 + 46 258.4 - 56.0 

Total ordinary revenue 5,325 —155 3,804.7 +118.9 

Debt interest (including sinking fund) 639 + 62 512.5 +- 67.3 

Other consolidated fund as 89 —- 4 66.3 - 3.4 

Supply expenditure .. i 4,495 -178 3,467 .0 — 186.7 

Tota! ordinary expenditure. < 5,223 — 120 4,045.8 —122.7 

Above line surplus or deficit .. -~ 102 -275 — 241.0 - gud 

Net deficit below line a .. —823 — 264 ~ 602.8 —119.7 
of which 

local loans (net lending shown 

minus) . - - 59 + Ff + 51.3 6.1 

loans to state industries, net i — 621 —116 —- 522.6 — 56.2 

Total deficit . es a mS -721 — 539 — 843.8 — 123.4 


* Plus ieliaae increase in receipts or surplus, fall in expenditure or deficit. Minus 
indicates fall in receipts or surplus, rise in expenditure or deficit. 





Ii—National Savings 


(£mn: Receipts into Exchequer reported during period) 


Savings Total 

Certi- Defence Savings Premium ‘Total Accrued Defence Remain- 

ficates Bonds Banks Bonds Small Interest Bond _ ing In- 

(net) (net) (net) (net) (net) Maturity vested* 

1953-54 .. +19.0 + 0.3 —-79.3 _— - 60.0 88.6 —38.4 6,008.7 

1954-55 .. +46.0 + 51.1 — 35.4 — + 61.7 88.8 —-28.8 6,126.2 

1955-56 .. +19.7 +-21.5 — 80.4 -- —- 39.2 82.7 —50.8 6,123.6 

1956-57 .. +72.0 + 3.2 — 20.6 -65.0 ise... Baa -38.9 6,240.0 

1957-58 .. -—21.3 — 22.2 — 62.4 +-80.2 - 15.6 45.9 -17.7 6,272.0 

1958-59 ..+131.9 +117.9 —55.2 +-66.5 270.4 54.4 —-10.0 6,582.0 
1958- 59 

April-Nov +87.4 64.8 — $3.3 + 46.4 [se.4 wis ~ 8.7 6,451.0 

December +12.9 +12.9 — 35.2 + 2.7 —- 6.7 4.8 - 0.2 6,447.0 
1959-60 

April-Nov +52.7 +99.8 +-35.5 34.3 +222.5 51.3 —- 1.2 6,854.0 

December + 2.5 + 9,3 — 34.6 + 1.2 — 21.6 8.6 —~ Q.1 6,841.0 


* After taking account ae net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 


IiI—Floating Debt 





(£ million) Change in three 
Jan months to 
Beginning of April* 16, Jan 16, Fan 17, 





1960 1960 1959 
1957 1958 1959 
Ways and Means Advances: 


Bank of England — — — — — — 

Public Departments... 289 .3 239.6 291 .6 263.3 + 21.9 + 22.4 
Treasury Bills: 

Tender .. ‘3 .. 2,860.0 3,120.0 2,950.0 | 3,540.0 +110.0 +140.0 

Tap ca és .. 1,306.4 1,499.4 1,986.3 1,987.0 - 29.0 +192.2 








4,455.7 4,859.0 5,227.9 | 5,790.3 +102.9 +354.6 














* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31) 
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Sterling-Dollar Exchange Rates 


Jan 23, Nov 20, Deci18, Jani, Jan 8, 
1959 1959 1959 1960 1960 
Official Market 
Spot .. .. 2.80% 2.80% 2.79% 2.80 2.79% 
3 months .. }epm kc dis 3c dis icdis #cdis 
Security* . . — 2.79% 2.79% 2.79% 2.79 4 


* New York quotations. 





Britain’s Gold and Dollar Reserves* 


(Millions of US dollars) 
Financed by 
Net Gold —-- Official Private’ 
and Dollar Special Reserves UK 
Surplus (+) Ameri- Payments Change at End Dollar 
Years and or Deficit (—) can and in of Balancest ~ 
Quarters Aid Credits Reserves Period 
1946 6% — 908 +1123 + 220 2696 194 
1947 is — +3513 ~ 618 2079 267 
1948 ‘ 737 — 223 1856 295 
1949 as + 116 — 168 1688 236 
1950 - - 805 + 45 +1612 3300 257 
1951 re 176 965 2335 508 
1952 ee 181 489 1846 472 
1953 . “+ f 181 + 672 2518 491 
1954 si + 388 + 244 2762 428 
1955 - 181 642 2120 480 
1956 - + 573 13 2133 679 
1957 ce + 533 + 140 2273 602 
1958 - : 215 796 3069 654 
1959 ay - - 32 333 2736 ei 
1958: 
I aps -+ 497 2770 690 
II ~ 5 + 306 3076 734 
III ‘en 44 3120 731 
IV . 51 3069 654 
1959: 
I : 4 + 70 3139 784 
I] ie -+ 33 3172 737 
II] Se + + 112 3284 672 


October... — 260 3024 
November. . — — — 50 2974 
December .. — 238 2736 


[V “+ — — 454 — 548 2736 











Main Special Items Detailed{ 
Receipts Payments 


$mn | 


$mn 

US and Canadian loans.. 4,909 1951-56 Annual service of US and 
IMF loan : a 300 Canadian loans, etc .. 181 
South African loan > ae 1954 EPU funding payment . 99 
Sale of Trinidad oil .. 177; IMF repayment . 108§ 
Sale of US Govt bonds. . 30 1957-58 Anglo-German debts pay- 
IMF loan ~~ ment . 214 
India’s IMF loan 200 1958 Service of N Amer loans 188 | 
Return of interest on US 1959 IMF repayment . .. 2009 

loan. 104 IMF subscription .. 1628 


Export- Import Bank .. 250 Repayment of Ex-Im .. 255 — 
Service of N Amer loans 184 | 


* Gold and convertible currency reserves from December, 1958. 

+ Source: Federal Reserve Bulletin. 

t Special German deposits, Canadian quarterly payment on 1942 loan and regular 
monthly funding payments to EPU countries excluded. 

§ Remainder of 1947-49 loan repaid in sterling. 
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She’s incredibly quick with her 


MARCHANT 


and she never makes a mistake 


She just touches the multiplier keys and the answer appears 
—at once—there’s nothing faster than a Marchant! And that’s 
not all. Marchant’s 3-dial proof and complete carry-over in 
all registers absolutely guarantees the right answer. 

Try it and prove it. Set aside ten minutes of any day for a free 
demonstration... those ten minutes could save you hours a 
day for years to come. 


MARCHANT Calculator 


=] Roles 744 i @) = e 3 Ol ee naa) 


dad Office: Banda House, Cambridge Grove, Hammersmith, London, W.6. Tel: Riverside 4121 (20 lines) 
ON-THE-SPOT SERVICE 
BUSINESS from B & A branches 
rs in principal towns 
AUTOMATION —ai its best! 


Please send me details of the following 
Business Automation Equipment. yO Oa HEE - aes Mee 
Modern Duplicating Methods 
Systems Machines Position 
Visual Control Charts 
Photocopying Equipment 
Calculators 

Standard and Portable Typewriters 
Adding Machines 

Mail-Room Equipment 

Microfilm Copiers 

Banda Supplies 
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Tullis “Russell 


THE PIONEERS OF TWIN WIRE PAPERS FOR PRINTERS & SPECIALISTS IN THE MANUFACTURE OF TECHNICAL PAPERS FOR I 


SCOTLAND : Auchmuty & Rothes Paper Mills, Markinch, Fife LONDON: “Ivorex House” Upper Thames St., EC: 
BIRMINGHAM: 18-19 Ludgate Hill MANCHESTER: 372 Corn Exchange Buildings, Corporation Sere 








Tullis Russell offer the benefits of 50 years’ experience 
and skill in making sensitized security cheque paper, of a 
quality and character that help to safeguard the reputation 
of British Banking all over the world. Day and night, 
month in and month out, one of Tullis Russell’s machines 
is engaged entirely in making this paper for all the big 
banks at home and overseas. Every stage of the work is 
supervised by qualified technicians specially trained 
control and develop the paper’s protective qualities. : 

For safety, security and consistency of quality, specify 
T.R. Security Cheque Paper—it is a credit to Banking! 
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BANK OF CEYLON 





Mr. H. V. Perera’s Statement 





HE Annual General Meeting of the 
Bank of Ceylon was held on Decem- 
ber 19 ‘at Colombo. 

The following is an extract from the 
statement of the Chairman, Mr. H. V. 
Perera, Q.C., on the report and accounts 
for the year ended September 30, 1959 :— 

The assets of your Bank as at September 
30, 1959, amounted to Rs. 689 million as 
against Rs. 777 million at the end of the 
previous financial year. ‘There has been a 
considerable fall in these figures, attrrbutable 
entirely to the decrease in Government 
deposits and contra items. In this connec- 
tion I would refer to my statement last year 
when I said that on account of the financial 
operations of Government during Sep- 
tember, which is the closing month of the 
Government financial year, certain ‘‘ hot 
deposits *» are made by the Government 
with the commercial banks. This year, 
however, these “‘ hot deposits’”’ did not 
materialize. ‘The contra items again largely 
relate to Government transactions and 
reflect the volume of import transactions, 
guarantees granted and items in process of 
collection, which by their nature are subject 
to considerable fluctuation. 

The Bank’s advances totalled Rs. 182 
million, an increase of Rs. 3 million over 
the figure at the end of the previous financial 
year. 

The Bank’s investment portfolio has been 
reduced from Rs. 170 million to Rs. 167 
million. This reduction has been more 
than compensated for by our increased 
holdings of ‘Treasury Bills which have risen 
from Rs. 1.7 million to Rs. 11.9 million. 
Our investment in the shares of the Develop- 
ment Finance Corporation of the face value 
of Rs. 2.8 million has been written down to 
its market value of Rs. 2.38 million. The 
valuations of Government and Government 
guaranteed securities continue to be on the 
basis of the lower of book or par value. 


Deposits 


The total deposits of all commercial 
banks amounted to Rs. 945.3 million as at 
September 30, 1959,*as against Rs. 981.7 
million as at September 30, 1958, a fall of 
3.7%. The volume of non-Government 
deposits in all banks, however, increased by 
5.8%, while the volume of non-Govern- 
deposits in your bank increased by 
by 





Your Bank was privileged as at September 

30, 1959, to hold 42.1% of the total deposits 
within the commercial banking system. 
This figure represents a fall of 4% as com- 
pared with September 30, 1958, and in this 
connection I would refer to my earlier 
remarks on the subject of Assets. Although 
Government deposits fell considerably, our 
share of the total non-Government deposits, 
increased from 38.5% in the previous year 
to 39.3%. I think you will agree that this 
increase is very satisfactory against the 
general background of the conditions which 
prevailed during last year. 

Cash, bullion, loans at call, money at 
short notice and Treasury Bills aggregated 
to Rs. 103.9 million. Our total liquid 
assets including bills discounted amounted 
to Rs. 147.9 million. The percentage of 
liquid assets to total deposits is 37; the 
percentage to demand deposits is 54. 

There has been a small increase of Rs. 
31,000 in the net profits which have risen 
to Rs. 775,000. An interim dividend of 
74% was paid on June 1, 1959 and, on the 
acceptance of the recommendation of a 
final dividend of 74%, the total dividend 
for the year will be 15%. 

Your Directors recommend the transfer 
of Rs. 350,000 out of current net profits 
to ‘‘ Other Free General Reserves”. In 
the course of the year your Directors 
authorized the transfer of a sum of Rs. 
400,000, and these two transfers will result 
in “‘ Other Free General Reserves ”’ stand- 
ing at Rs. 7,500,000. The capital and pub- 
lished free reserves of the Bank would then 
amount to Rs. 18,000,000. 


It has been the privilege of your bank 
during this year to receive representatives 
from several Commonwealth and foreign 
banking institutions, many of whom entrust 
their business with Ceylon to your bank. 
We greatly value these visits to our bank 
and we send to our agents and correspon- 
dents in all parts of the world our best 
wishes for peace and prosperity throughout 
the coming year. 


Twentieth Anniversary 
This year saw the completion of 20 
years’ service on the part of your bank, 
which commenced business on August 1, 


1939. 
The report and accounts were adopted. 
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CLYDESDALE & NORTH OF 
SCOTLAND BANK 





A Year of All-Round Progress 





Shareholders of Clydesdale & North of 

Scotland Bank Limited will be held on 
February 10th at the Head Office, St. 
Vincent Place, Glasgow. 


The following are extracts from the cir- 
culated statement of the Chairman, Sir 
Harold E. Yarrow, Baronet, G.B.E., LL.D.: 


The over-all picture, I think you will 
agree, is highly satisfactory, and in analysis 
it will be seen that progress has been made 
in every direction. 


The Balance Sheet total of £224,853,469 
shows an increase on the year of over £8 
millions and constitutes a new record in 
the history of the Bank. ‘This expansion in 
our figures arises mainly from an increase 
of {7,264,609 in Deposits from the public, 
which now stand at £183,307,283. This 
increase, spread over our wide network of 
branches, reflects a general broadening of 
our connections. 


The total of our Notes in Circulation at 
{25,068,182 shows little change from the 
previous year. 


Acceptances, Confirmed Credits and 
Engagements have risen by £1,450,213 to 
a total of £9,963,354. 


Referring now to the Assets side of the 
Balance Sheet you will see that the total of 
Cash, Balances with other Banks, Money 
at Call and Short Notice, and Bills Dis- 
counted is {73,347,115 which, in relation 
to our Deposits and Notes in Circulation, 
gives a Liquidity Ratio of 35.2 per cent. 


Our Investments in British Government 
Securities show a decrease of £1,713,868 as 
compared with last year’s figure and now 
stand at a Book Value of £77,898,617. 
The Market Value of the Investments has 
improved since publication of our last 


Balance Sheet. 


Advances increased by £7,686,687 on 
the year to reach a total of £56,189,981. 


Our Profit at £625,829 is up by £127,858, 
an increase of 25.7 per cent. The increase 
in Profit has enabled us to allocate £175,000, 
against £100,000, to Reserve for Contin- 
gencies, and £125,000, as compared with 
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played by Scottish banking. 


£100,000, to Staff Pension Fund. The 
appropriation of £32,500 to Staff Widows’ 
Fund remains unchanged. We propose to 
recommend payment of a Dividend at the 
rate of 11 per cent. actual, less Income Tax, 
for the half-year ended December 31, 
making 20 per cent. for the year, an in- 
crease of 2 per cent. ‘There remains a 
balance of £209,188 to be carried forward 
to 1960 compared with £214,881 brought 
in from the previous year. 


An event which I can scarcely ignore is 
the publication of the Report of the Com- 
mittee on the Working of the Monetary 
System (the Radcliffe Committee) in which 
it is pleasing to note an acknowledgment of 
the “‘ care for wider public interests ”’ dis- 
For the 
moment, I do not wish to add to the 
widespread discussion which the Report 
has evoked, and which seems likely to con- 
tinue for some time. 


The National Economy 


The publication of the Report offers a 
salutary reminder of how quickly world 
economic conditions can alter. When, in 
April, 1957, the then Chancellor of the 
Exchequer intimated his intention to set 
up the Committee, the major problem 
facing this country was inflation. By the 
end of that year, however, the picture had 
changed. We have emerged from a difficult 
period immeasurably stronger than we have 
been for a very long time. 


However, while we may now hope that 
there will be a steady improvement in in- 
dustrial output, we would do well to realize 
that inflation has been no more than con- 
tained, and even that has been achieved 
largely because external circumstances have 
been favourable. Markets are now: more 
competitive than they have been at any 
time since the end of the war, and if we 
are to maintain, let alone increase, our 
share of world trade, we shall have to be 
constantly on our guard against a return of 
inflationary conditions with their inescap- 
able consequences of steadily rising costs 
and prices. 
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NEWS OF INTEREST 


For the Paid-up Shareholder 
investing any sum up to £5,000 
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For the Depositor 
investing from £1 to £5,000 


/ 
EPOSITS ARE NOW 
3 TRUSTEE INVESTMENTS 


Income Tax paid by the Society 































Your savings are safe with the 


WESTBOURNE PARK 


Member of the BUILDING SOCIETY 
Sunes Sontaties Assets - £29,000,000; Reserves - £1,955,000 


Association 
Head Office: WESTBOURNE GROVE, LONDON, W.2. 


Local Offices: Southend, Worthing, Ashford (Kent), Newbury, 
Newton Abbot, Bournemouth. Agencies throughout the Country. 


WRITE OR CALL FOR INVESTMENT BROCHURE 
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MODEL ROLAND & STONE 


Members of the New York and American Stock Exchanges. 


INTERNATIONAL 
SECURITIES 


120 Broadway, 
New York 5, N.Y. 
Telephone: Worth 4-5300 
Cables: Morodeal 


370 Rue Saint-Honoré, 
Paris. 
Telephone: Anjou 9350 
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MIDLAND BANK LIMITED) 





Marked Growth in Range and Volume of Business 





Viscount Monckton of Brenchley on the Radcliffe Report 





HE One Hundred and Twenty-fourth 

Annual General Meeting of Midland 

Bank Limited will be held on Feb- 
ruary 12th, at the Head Office, Poultry, 
London, E.C.2. 

The following are extracts from the 
statement by The Rt. Hon. The Viscount 
Monckton of Brenchley, P.C., K.C.M.G., 
K.C.V.O., M.C., Q.C., the Chairman, on 
the report of the directors and accounts for 
the year to December 31, 1959:— 

It is good to be able to look back upon a 
year in which strong recovery took place 
from a prolonged hesitancy in the process of 
economic expansion. ‘The opportunity pre- 
sented by our success in overseas trade, a 
healthy balance of payments and an im- 
provement of our international monetary 
position has been taken to move further 
towards liberation from controls imposed 
during the war and retained for the pro- 
tection of our currency. Recently incurred 
external debts have been largely repaid; 
sterling has been made almost completely 
convertible in the hands of non-sterling- 
area holders; currency restrictions on travel 
have been removed; and discrimination 
against imports from the dollar area and 
other non-sterling countries has been dras- 
tically diminished. In addition, we have 
embarked upon a combined project, the 
European Free Trade Association, de- 
signed to promote further trade expansion 
and ultimately to provide a link with the 
Common Market countries. These are 
welcome signs of patiently rebuilt strength; 
but we need to remember that the lowering 
of our defences means keener competition 
in domestic and international trade and 
greater susceptibility of our own economy 
to the impact of developments overseas. 

In striking contrast to earlier post-war 
history, a year which has brought added 
strength to the pound sterling has witnessed 
also a weakening of the international position 
of the dollar. For some years past, the 
surplus on what may be called the true 
current account section of the United States 


Hf Salance of payments had been diminishing, 
#8 9% that it was far outweighed by American 
Bxternal aid and the movement of private 


@pital. Hence the large outflow from the 


gAmerican gold stock. During the first half 
# of 1959 the surplus on current account was 


actually replaced by a deficit, and the gold 
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outflow continued, though at a slower rate 
chiefly by reason of a heavily reduced flow 
of capital from the United States. Fore- 
casts of dramatic consequences of these 
developments have proved to be  ill- 
grounded. Many people, in accepting such 
forecasts, overlooked the fact that a re- 
distribution of some part of the United 
States gold stock, the restoration of the 
world’s monetary liquidity and the re-estab- 
lishment of healthy international balances 
of payments in European countries were, 
after all, a major objective of the policy of 
American aid which began with the Marshall 
plan in 1948. The whole world should 
welcome and draw confidence from the 
fact that the “‘ dollar gap ”’ has been closed 
and the dollar is no longer a “ scarce 
currency ”’. Nevertheless, the United 
States authorities have been and are 
naturally concerned to ensure that the 
deterioration of the balance of payments 
should be arrested. In the present context 
the significance of these events is that, with 
international trading and -monetary rela- 
tions put on a more rational basis, the 
United States has become far more sensitive 
than for many years past to the influence of 
economic affairs and developments in other 
parts of the world. In this respect the 
trends of United States and European 
events have converged. In day-to-day 
economic relations the western world is 
more closely interlocked than at any time 
since the early ‘thirties. 


Report of the Radcliffe Committee 

In these circumstances it is timely that 
we should be giving fresh attention to the 
principles and problems involved in manag- 
ing our monetary affairs. The subject, 
considered in its broader aspects, includes 
such matters as were dealt with, in a very 
tentative and strictly objective way, in the 
third report, issued last summer, of the 
Council on Prices, Productivity and In- 
comes. For banks, however, as a part of the 
monetary system itself, a more direct con- 
cern is with the findings of the Committee 
on the Working of the Monetary System, 
known all over the world as the Radcliffe 
Committee. No one, I am sure, regrets 
more than members of the committee itself 
the fact that, for reasons beyond its control, 
the report was issued, and debated in both 
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Houses of Parliament and outside, before 
publication of the evidence on which it 
was based. 

The report is important for a number of 
reasons, not least for the up-to-date and 
well-documented description it contains of 
the financial system. Everyone commends 
its great contribution to better knowledge 
and understanding of the structure of the 
system and how it is directed and works. 

The careful reader will have observed, 
however, that many of its proposals do not 
lend themselves to public announcement, 
at any point of time, of formal decisions on 
constitutional or procedural matters. I have 
in mind, for instance, the broad principles 
of policy and operation suggested by the 
committee which, if adopted, will become 
effective in day-to-day transactions under- 
taken by the authorities in the money 
market and the market for Government 
securities. Proposals of this kind, so far as 
they came to be absorbed into the con- 
tinuous operation of the system, might 
prove to have far greater significance than 
the recommendations on which formal pro- 
nouncements were or are required. ‘Then 
again, some of the committee’s suggestions 
_may well alter the whole climate within 
which continuing policy and day-to-day 
action are shaped. 


Probably the value of the report can be 
justly appreciated only when notice is taken 
of the significant changes of emphasis, ex- 
pressed in it, in current thinking about 
monetary problems. It is to just one of 
these changes—perhaps the most significant 
among them—that I wish to direct atten- 
tion. Putting it as accurately as I can, the 
committee argues the case for a shift of 
emphasis away from the supply of money 
and on to “ the liquidity of the economy ”’ 
(of which the money supply is a part) as the 
major factor to be watched and acted upon 
in pursuit of monetary policy. The com- 
mittee by no means treats the supply of 
money as irrelevant; but it does differ from 
the view that the attention of the authorities 
should be concentrated upon regulating the 
quantity of money in existence. In taking a 
wider view it urges the need to watch, and if 
necessary act upon, other factors, particu- 
larly the availability of assets which can 
readily be turned into money and of 
facilities for raising additional finance by 
borrowing. 


Money Supply and Liquidity 


The replacement of money supply by the 
‘“* whole liquidity position ’’ as the guide to 
and vehicle of policy is not a revolutionary 
change; in practice, monetary policy has 
been moving in that direction for some 





time past. What is new is the explicit 
formulation of the idea and the advocacy of © 
its full acceptance, with all its implications, 
by the monetary authorities. Monetary 
authorities, particularly in this country, are- 
not given to open acceptance of theoretical 
dogma; but adoption by the authorities of” 
the committee’s proposals in policy and in 
day-to-day operation would carry with it | 
acceptance also of the shift of emphasis. __ 

It is a help to clear thinking to recall some 
of the landmarks in the course of develop-— 
ment of governing ideas down to this point. 
In the early part of the nineteenth century 
concern for monetary stability was con- 
centrated upon the volume of currency in 
circulation, and. particularly upon _ the 
volume of bank notes. Much of the argu- 
ment that went on during the disturbed 
early decades of the century came to 
crystallize upon the question how the 
quantity of paper money—given the estab-_ 
lishment of a gold standard—could best be 
regulated by reference to changes in the 
stock of gold. It was this problem that lay 
at the heart of the political struggle between’ 
the ‘‘ banking school ”’ and the “ currency 
school ’’—a _ struggle that issued in the 
Bank Charter Act of 1844, with its inflexible 
link between the gold holding of the Bank 
of England and the note issue. 

The stresses put upon that link from time 
to time revived the old controversy, but with 
the diminution of private bank note issues, 
the great enlargement of deposit banki 
facilities and the growing resort to payne 
by cheques drawn on bank balances the 
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emphasis shifted. It came to be appreciated § * 
that a policy that looked only or primarily§ # 
to regulating the supply of currency was un= I 
realistic. The old concept died hard—its@ 2 
dying declaration was delayed as late as the § P 
proposals of the Cunliffe Committee inf / 
1918. By the ’twenties, however, it th 
become clear that the accepted guide tom > 
and vehicle of policy was the volume off *% 
bank deposits rather than of currency. The® W 
volume of currency was by now egg Vé 
subsidiary—no more than the “ small 
change ”’ component of the money supply. be 
This development was accentuated by thé pr 
departure from the gold standard in 193 I. ele 
Throughout the period, argument about theg y; 
rightness or wrongness of the monetaf poi 
policy of the day was concentrated main ; in| 
(as I find from reading speeches by one m for 
my distinguished predecessors) upon th€@ ¢, 
adequacy or otherwise of the volume af sup 
bank deposits and of the lending power @§ j95 
the banks. & obje 
The supply of money, though different b yea 
composed and differently measured, thusg mor 
still held its place. Already, however, sc 1 safe 
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reservations were beginning to arise. In 
particular, Keynes’s statement and examina- 
tion of the concept of “‘ liquidity preference ”’ 
may perhaps be regarded as the genesis of 
the approach now formally developed by the 
Radcliffe Committee. By the post-war 
period, monetary policy had come to be 
directed to a series of purposes associated 
with newly-accepted responsibilities of 
Government. Accordingly it had become in 
itself much more complex and more wide- 
ranging in forms of action. It had to note 
and act upon factors additional to the 
money. supply—factors like the flow of 
incomes after tax, the size of the overall 
budget deficit, the scale of private and public 
capital expenditure, and the demands likely 
to be made upon new savings and the 
supply of bank credit. Even so, there were 
times when official policy seemed to be 
directed to the quantity of money as the 
dominant factor in the monetary situation. 
What the Radcliffe Committee has done is 
to establish the broader view, within which 
the supply of money is just one element in a 
whole nexus of factors making up the 
degree of “‘ liquidity ” in the system. Herein 
lies one of its major contributions to under- 
standing and to the shaping of future policy. 


The way had been prepared for this 
change of emphasis by the great advances 
made in economic analysis since 1939 and in 
related statistical techniques. Most im- 
portant was the development of “ national 
income accounting ”’, which has thrown a 
blaze of light upon the working of our 
economic affairs and opened the way to, 
among other things, the now orthodox 
approach to the task of budget-framing. 
Ideas of liquidity are themselves given 
added clarity of form by some of the 
products of national income accounting. 
The Radcliffe Committee’s advances in 
thought and suggestion could hardly have 
been made at all—and certainly not with 
such assurance as its’ report displays— 
without the benefit of a stock of knowledge 
vastly improved in range and reliability. 


Although the committee may not, then, 
be far ahead of established thought and 
practice in this country, it is easy to find 


elsewhere a more pronounced preoccupation 
with the quantity of money as the central 
point through which monetary conditions 
in general can best be regulated. In Canada, 
for instance, the central bank has operated 
throughout the past year to hold the money 
supply steady after the sharp expansion of 
1958. Again, in the United States the prime 
object of Federal Reserve policy in the past 
year has been to restrain the expansion of 
money supply within limits judged to be 


e and warrantable. It would be wrong to 
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infer that control of the money supply is 
regarded, in either country, as an end having 
virtue in itself; the virtue is attached: 
rather to the secondary consequences ac- 
credited to it—the tightening of credit: 
facilities, higher interest rates, stronger 
inducements to saving and firm investment, : 
and so on. My point is rather that in both 
countries the operations of the central banks 
are directed immediately and almost ex- 
clusively to regulating a single factor in the 
situation, the quantity of money. 


Implications of Shift of Ideas 


The concept itself is not easy to formu- 
late; the “‘ liquidity of the system ”’ is less 
readily to be defined than the ‘‘ volume of 
money ”’; and it is certainly far more diffi- 
cult to measure. This fact accounts in 
part for the emphasis placed by the com- 
mittee on the necessity of improving and 
broadening the range of statistics made 
available for the authorities. If policy 
is to operate more directly than hitherto on 
the general liquidity of the system as a 
whole, it is clear that action, to be effective, 
must be on occasion more extensive than 
measures affecting only the supply of 
money and the pattern of interest rates. 
The committee, recognizing the logical 
consequence of its change of emphasis, 
puts forward a correspondingly broad set 
of proposals, including those for directly 
controlling, in case of urgent need (which it 
seems to regard as unlikely to arise if its 
more basic ideas are adopted), the supply of 
bank credit, the terms of hire-purchase 
finance and access to the new issue market. 

I do not intend to discuss at this stage the 
merits and disadvantages of these proposals. 
One inference from them, however, seems 
to me to be of cardinal importance. The 
concept of liquidity being itself far from 
simple, and the action it entails being more 
complex and more subtle than that which 
follows from a more readily measurable 
test, the task of expounding and explaining 
policy will be correspondingly more diffi- 
cult. Certainly, if policy is to carry convic- 
tion and to win and retain general support, 
it will call for much wider understanding of 
monetary issues and processes than obtains 

today. I referred to this need in my State- 
ment two years ago, and if I repeat myself 
now it is only to say that the proposals of the 
Radcliffe Committee render the need even 
more urgent than it was then. The com- 
mittee appreciates this fact, and its resultant 
suggestions are to be welcomed. 

We ought, I believe, to recognize that 
bankers can help in this process—and not 
only by striving to present, through their 
official channels, a clear and objective 





explanation of what they are doing and why. 
On a much broader front and in a variety of 
ways they can help the public to understand 
at least the basic elements of monetary 
policy and action. I am glad to think that 
the Institute of Bankers, which I have had 
the honour to serve as President for nearly 
two years past, has a part to play in this 
process. It lays down high standards of 
both liberal and technical education in its 
examinations system; but perhaps more 
important than the early qualification of 
young bankers are the facilities it provides 
for maintaining a continuous awareness 
among its members of what is happening 
day by day in the broad field of economic 
and financial affairs. This it does through 
its Journal and admirable library service; 
through lecture programmes, discussion 
groups and study circles in local centres 
throughout the country; and through its 
contacts with similar bodies in other 
branches of business and the professions. 
I hope that it will continue to expand its 
activities in thus promoting a fuller con- 
tribution from bankers towards public 
understanding of monetary policy and the 
ends it is designed to serve. 


The Midland Group 


Some readers of this Statement may have 
noticed in The Times of August 4 last an 
analysis of shareholdings in this Bank, based 
upon data extracted at the beginning of 


1959. This showed that, out of about 
64,700 separate holdings, 56,300 were 
registered in the names of individuals 


(divided in the proportion of nearly two to 
one between female and male) and 6,300 in 
joint private names. Well over nine-tenths 
of all these holdings were of 500 shares or 
less. Indeed, almost one-quarter of the 
holdings were of up to fifty shares only. 
We have since tried to estimate the rela- 
tive weights of these categories in terms of 
aggregate capital, and conclude that personal! 
shareholdings made up probably three- 
quarters of the number of shares issued and 
paid up, only one-quarter being accounted 
for by nominee companies, pension funds, 
insurance companies, unit trusts and all 
other corporate investors. After the date of 
the original inquiry we made new issues of 
shares, and the number of shareholdings 
rose sharply, chiefly by reason of the offer 
to members of the staff, to nearly 86,000 at 
the beginning of June. On the whole we 
think that the proportion of personal hold- 
ings in the total capital may have risen 
slightly, and that the numbers of holdings 
falling within the smaller-amount categories 
will have been enlarged. Thus, we are 


still, in terms of ownership, a company of 
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comparatively small, personal 


England. 
of the small shareholder we have decided 


to do away with the half-crown fee which, — 
for longer than anyone can remember, has | 
been payable upon each transfer of shares” 


on our register. 


The changes in our paid-up capital, as a 
result of the operations carried out early in” 
1959, comprised three distinct increases, 
The first took place through the issue by 
way of capitalization of £5,385,237 of the 
reserve fund (rebuilt to its former figure by 
Secondly, © 
once official objection had been removed 
with the lifting of control over capital 
‘c rights te 
issue to shareholders of 2,019,464 shares of 
£1 at a premium of £1, and this added 
equal amounts to both paid-up capital and 


transfer from inner reserves). 


issues, we proceeded with the 


reserve. Finally, we made an issue 


606,559 shares to the staff and pensioners at 
Altogether, these transactions raised 
the paid-up capital by approximately £8 m. 


par. 


to £24,166,969, where it stood at the end of 


the year, and the reserve fund (including 


share premium account) by more _ than 
£2 m. to £18,175,173. 


The new issues were well received, and 
we are particularly glad to report that a 
large majority of the shares taken up by 


members of the staff have been retained by 
them. We regret that, whether the shares 
were sold or held, the ** notional ” 
obtained by an employee of the Bank 
subscribing as such for the new shares is 


subject to tax as an emolument, on all fours 


with his or her salary. : 

The marked enlargement of our business, 
to which I refer in some detail below, has 
led to a sharp increase in profits. The figure 
for 1959 is nearly £900,000 higher at 


£3,826,000. The additions to our paid-up 


capital, already mentioned, would in them- 
selves have entailed larger dividend dis- 
bursements, having regard to the expecta- 
tions, then expressed, of our decla 

interim and final dividends at the ca 
rate of 74 per cent. As affairs have de 
veloped, however, your Directors have 
thought it reasonable to recommend a fi 
dividend at the higher rate of 9} per cent 
making 17 per cent. for the year. This, 
together with the interim dividend, j 
absorb £2,516,000 of the net profit for “ 
year, leaving well over one-third thereof 8 te 
strengthen the position of the Bank still 
further after the allocations made from gros 
trading profits. Of the amount appropriate 


investors, 
Incidentally, apart from the large propor- — 
tion of them having addresses in the London — 
area, the big concentrations of personal” 
shareholders are to be found in the north of © 
In recognition of the importance 


benefit 
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from the published profit, £1,000,000 goes 
to inside reserves and £300,000 to the 
reserve fund as shown on the balance sheet, 
thus diminishing the margin between the 
amount thereof and of the paid-up capital. 

Our affiliated companies continue to do 
well. If I mention particularly the Forward 
Trust Ltd. it is because recently the com- 
pany issued its first accounts since the 
entire capital was acquired by the Midland 
and Clydesdale Banks. ‘The balance sheet 
gives evidence of rapid expansion, and other 
details, for example as to the broadening of 
branch representation and types of business 
undertaken, are supplied in the statement 
by the Chairman of the company which 
appeared in the press on December 11. We 
have been glad to co-operate in a variety of 
ways in bringing about this happy and 
promising result. I would put on record 
also the fact that our earliest subsidiary, the 
Midland Bank Executor and Trustee Com- 
pany Ltd., recently celebrated the jubilee 
of its formation. This company occupies a 
leading position in its own field, and there 
can be no doubt that the business of the 
Bank itself has benefited substantially from 
its growing and wide-ranging volume of 
activity. 


Growth of Bank’s Business 


As for the Midland Bank itself, the 
development of the business has gone on 
apace. ‘The process of extending representa- 
tion has added 42 branches during the year, 
bringing the total to 2,236. Work is well 
forward on the premises under construction 
in the City of London for the re-housing of 
the Overseas Branch—a step that becomes 
increasingly urgent. With the larger freedom 
in the use of externally-owned sterling, the 
progressive relaxation of exchange and trade 
controls, and the continuing growth of 
international trade and travel, the foreign 
business dealt with in this Bank seems to be 
on a steadily expanding trend. Most of it 
passes through the Overseas Branch, which 
maintains its high reputation among banks 
in all parts of the world. 

Last year I reported on the first results of 
our major innovations, the Personal Loan 
and the Personal Cheque Account, which 
together have surpassed our expectations. 
Even now, after sixteen months, the number 
of personal loans and the aggregate amount: 
outstanding on them are continuing to rise 
steadily; indeed, the number of loans cur- 
rent is well over three times as large as a 
year ago. The great bulk of the total has 
been taken for the purchase of cars and to 
pay for furniture, fittings and equipment, 
house repairs, decorations and improve- 
ments. Personal cheque account facilities 
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have brought tens of thousands of new 
customers to the Bank, with several millions 
of pounds to their credit. Again we notice 
from the record, as mentioned a year ago, a 
greatly accelerated growth of the number of 
ordinary banking accounts, which we feel 
has followed in part at least from the enter- 
prise shown in these innovations. The 
number of customers’ accounts of all kinds 
has risen by .14 per cent. over the past 
sixteen months, as compared with 54 per 
cent. over the preceding thirty-two months. 
The largest components of the recent 
increase have been personal loan ‘accounts 
and ordinary current accounts. 

Following upon study of proposals put 
forward by the Radcliffe Committee, two 
services adapted to special needs were 
introduced last autumn. First, many 
farmer-customers have long since learned 
to look to us for continuing finance; but to 
give added reassurance we announced that 
in approved cases and for capital purposes 
we would be prepared to grant loans, to be 
repaid by annual reductions over a term of 
years, which would be subject to recall on 
demand only if it were to become evident 
that the farmer’s business itself was in 
jeopardy. This reassurance has been actively 
appreciated. Already we had taken steps, by 
various methods of publicity, to widen and 
give clearer definition to understanding 
within the farming community of the range 
of credit service available from this Bank. 
The result has been seen in a remarkable 
increase in the number of farming accounts 
with us and in the volume of our lending to 
the industry, both under the new heading_ 
and within the category of conventional 
advances. 

Secondly, in line with another Radcliffe 
suggestion, we decided to institute a system 
of “term loans ’’—that is loans of fixed 
amounts, repayable by regular’ instalments 
over periods of up to ten years—for the 
development of small. businesses; and 
special facilities of this kind have now been 
made available. Proposals for term loans 
require closer consideration than most 
applications for ordinary bank advances, 
and it was not to be expected that they 
would quickly reach large figures; but an 
encouraging number of loans has already 
been made, for sums ranging from £600 to 
£12,000, and from our study of the purposes 
in view we are satisfied that a real need is 
being met by the new facilities. 


The expansive monetary policy which 
came into force well over a year ago and has 
been maintained to date is reflected in the 
comparison of our latest balance sheet 
figures with those of a year earlier. Central 
to the whole picture is the rise in advances 








by £149 m., or by nearly one-third. Whether 

we look back to the end of 1958 or to the 
starting-point of the upward movement, in 
August of that year, we find that the increase 
is most conspicuous in the personal and 
professional group (including Personal 
Loans), in engineering and agriculture, and 
in retail trade. ‘The provision of finance for 
purposes of speculation is still frowned upon, 
and in accordance with our long-standing 
principles of operation we have been 
watchful to avoid making credit available 
in this direction. 

The rise in advances over the year has 
been met chiefly by an increase of £118 m. 
in deposits, which is almost entirely ac- 
counted for by an enlarged total of credit 
balances on current account. Having regard 
to the number of accounts, already men- 
tioned, it is clear that this represents a real 
growth in the volume and broadening of the 
compass of our business. The turnover on 
all current accounts last year far exceeded 
that of 1958, and even after deducting the 
figures for City of London branches the 
expansion was by more than 10 per cent. 

For the rest, room has been made for 
increased borrowing demands by a reduc- 
tion in our holding of Government securities 
‘by £86 m. We have been able to bring 
about this reduction smoothly thanks to the 
planned pattern of maturities within our 
total holding. Of our present total of 
£389 m., well over one-half falls due within 
five years, and all the rest within ten years. 
The cutting down of investments in order to 
meet a rising demand for advances is 
occasionally commented upon as if there 
were something abnormal and faintly rep- 
rehensible about the process. In fact, it is 
a long-established and well-recognized fac- 
tor of elasticity in a modern banking system 
which has been authoritatively regarded— 
most recently by the Radcliffe Committee— 
as an ordinary and predictable accompani- 
ment of a sharp increase in lending. Its 
operation has been exemplified in other 
countries, notably Canada and the United 
States, during the past year, as part of the 
regular, foreseeable reaction to official 
monetary policy in circumstances of a rising 
demand for bank credit. Post-war monetary 
conditions in Great Britain obscured the 
compensating tendency. Now, however, 
we are “ back to normal ”’ in the sense that 
“‘ risk assets ’’, comprising investments and 
advances, are kept at a level, over the year, 
‘of something under 70 per cent. of deposits, 
so that fluctuations in the demand for 


advances (which is outside the control of the 
banks) are to some extent reflected in com- 
pensating ups and downs in investments 
(which are brought about by the deliberate 
action of the banks). 
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cash, short loans and bills; 
latest balance sheet shows them at an in- 
creased aggregate, their ratio to deposits 


being 36.1 per cent. as compared with 35.3 


a year earlier. 


Staff 


Machines are used to aid many activities 
in the Bank besides the conduct of cus- 
tomers’ accounts—there are machines for 
adding and listing and calculating, for 
working punched card systems, for coin 
sorting and note counting, for duplicating 
and for reproduction and recording photo- 
graphically. 

There is every inducement to press on 
with these developments, since without 


them the growth of business would indeed 


be difficult to absorb. ‘The expanding 
trend springs from two factors: first, the 
widening range of banking service as more 


and more people come to realize the value, 


in terms of security and convenience, of a 
bank account; and secondly, the extension 


of facilities in forms which tend to widen 


still further the range of banker-customer 
relations. We welcome this trend and are 


resolved to do everything we can to go along 


with it. 


Nevertheless, no one with any experience 
of working under conditions of relentlessly 
expanding demand will be unaware of the 
pressure it exerts upon existing resources of 
In equipment 


manpower and equipment. 
our main concern is with premises, and, as I 
indicated a year ago, we are engaged on an 


active programme of branch extension and 
improvement. Manpower presents a human 
problem—one of a very different order 


from that of bricks and mortar, counter- 


space and proper amenities for customers 


and staff. We are well aware of the strain 
that has been put upon our managers and 


staff by the rate of growth of the business 


Banking is a highly skilled occupation, and 
the easing of the strain calls for much more 
than the recruitment of additional “‘ hands "y 

It requires training at various levels oul 
selection stage by stage, and this cannot be 
done in a hurry. f 


I want now to express my personal 
appreciation, and that of the Board and 
Management, of the splendid way in which 
managers and staff have responded to thé 
demands made upon them. We are ex- 
tremely fortunate in the quality and good: 
will of our staff; we are determined 
maintain that indispensable condition of the 
future growth and prosperity of the Bank.” 


Bearing the compensating fluctuations i in 
mind, one would expect to see a propor- 
tionate rise in the total of liquid assets— 
and in fact our — 
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LLOYDS BANK LIMITED 





Sir Oliver Franks Reviews a Record Year 





Expanding Scope of Operations at Home and Overseas 





HE Annual General Meeting of Lloyds 

Bank Limited will be held on Febru- 

ary 19 at the Head Office, 71 Lombard 
Street, London, E.C.3. 

The following is an extract from the 
circulated statement by the Chairman, 
The Rt. Hon. Sir Oliver Franks, G.C.M.G.., 
a... €.B.e.: 

The profit for the year, at £3,424,614, is 
£697,079 higher than in 1958 and the 
dividends paid or proposed represent an 
effective increase of 2 ‘per cent per annum. 

The past year has been one of record 
activity in all branches of our business. 
It will be seen from the balance sheet that 
deposits have risen on the year by £80 
millions to £1,377 millions, whilst loans 
and advances to customers show an increase 
of £121 millions; on the other hand, invest- 
ments are lower by £51 millions. By far 
the greater portion of our increased lending 
has gone to trade and industry and has 
made its contribution to the renewed ex- 
pansion of production. In the export field 
we continue to provide—as we have done 
for some years now—very substantial 
facilities by way of medium-term credit 
for the sale of capital goods overseas, and 
this section of our advances continues to 
grow in volume. After a long period of 
restriction we are happy, too, to be able to 
provide once again for the requirements 
of our private customers, although it is 
noteworthy that the increase here is rela- 
tively small judged by pre-war standards, 
and represents a much lower percentage 
than formerly of our total advances. 

Further steps were taken during the year 
towards full convertibility of the pound 
sterling, with a result that our overseas 
business has increased greatly in volume, 
particularly in the sphere of exchange 
operations. 
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The growth in banking business generally 
has resulted in a large addition to our circle 
of customers. We are delighted to see the 
steady widening of the use of banking 
services through more and more of the 
community. It has been necessary to in- 
crease our staff and the number of our 
branches; 28 were opened during the past 
year and further expansion is planned for 
the future, particularly in developing areas. 


National Commercial Bank of 
Scotland Limited 


The merger between the National Bank 
of Scotland Limited and the Commercial 
Bank of Scotland Limited was completed 
in September last. The National Bank of 
Scotland thereupon ceased to be a sub- 
sidiary of Lloyds Bank, and our share- 
holding therein was exchanged for shares 
representing approximately 37 per cent of 
the capital of the combined institution. 


Lloyds Bank’s close association with 
Scottish banking dates from 1918, and we 
are glad that it will continue through our 
substantial share interest in what is now 
the largest bank in Scotland. 


Hire Purchase Interests 


This is the first year in which our results 
have been affected by our investments in 
the field of hire purchase finance. These 
are now represented by our holding of 
almost 25 per cent of the equity capital of 
Bowmaker Limited and 50 per cent of the 
capital of Lloyds and Scottish Finance 
Limited, together with a further indirect 
interest in that company through our 
shareholding in the National Commercial 
Bank of Scotland Limited, which owns the 
remaining half of the capital. 















During the year we have exercised our 
rights under the scrip issue to take up 
additional shares in Bowmaker Limited, so 
that our participation in that company’s 
equity remains unchanged at just under 
one-quarter of the whole. ‘Together with 
the National-Commercial Bank of Scotland 
Limited we have also subscribed during 
the year further capital to Lloyds and Scot- 
tish Finance Limited to finance the very 
substantial growth in that group’s activities. 


The cost to us of the investments in 
Bowmaker Limited and Lloyds and Scottish 
Finance Limited is £16,348,163, upon 
which we have received a satisfactory return, 
larger than could have been earned by the 
employment of these funds in ordinary 
banking operations. But here I must utter 
a word of caution. The amount involved 
is but a small proportion of the assets of 
the bank, and while we may, I think, con- 
fidently look for an increasingly useful return 
from this source, one must be careful not 
to exaggerate the potentiality of our invest- 
ment in hire purchase finance in the per- 
spective of the profitability of the operations 
of the bank as a whole. 


Britain’s Economic Achievement 


It is now twenty years since the beginning 
of the second world war. During this 
period the British people seem to me to 
have been preoccupied with the pursuit 
and attainment of two great aims. The 
first of these was survival and victory in 
war; it took six long years to achieve. 
The second was less dramatic and _ its 
attainment took even longer. Starting soon 
after the end of the war, it took twelve 
years of concentrated effort to secure the 
economic survival of Britain and to prove 
we could earn a satisfactory living in the 
world, enough to give us a decent and 
rising standard of living and at the same 
time to play a significant part in world 
affairs. ‘These choices were not made as 
the result of conscious deliberation; the 
British people, confronted with the facts, 
took what seemed the obvious course of 
action, put first things first and each day 
did the day’s work, never relenting. 


Focus on Domestic Affairs 


During the last two years we have 
genuinely reached a point of strength in 
our economy and of stability in our trading 
relationships up and down the world which 
entitles us to expect, another world war 
apart, that we shall be all right and have a 
margin in future years, provided only that 
we go on being reasonably sensible in the 
management of our affairs. This has been 
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a very great achievement but it has had its 
price: a general myopia about other projects — 
and activities. The world around us hag ~ 
been changing very rapidly in the last 
twelve years; new political ideas have 
emerged, new constellations of power have 
appeared. On the whole we have refused 
to be distracted by the changing world and 
have stuck to our last. All along we have 
found it difficult, almost impossible, to lift 
our eyes from the prime object of con- 
centration. 

This, I am sure, is the explanation of our 
negative attitude to the successive phases 
of the European Idea. 

It would be misleading to suggest that 
throughout the post-war period we have 
paid no attention to anything save economic — 
survival. Like the Phoenix that no second | 
knows nor third, we have put first things 
first. But now we have broadly achieved 
our objective. It is time that we lifted our 
heads and, as a nation, began seriously to 
consider some of the developments in the 
world around us. 

It is no longer true, Sir Oliver said, that 
the East-West issue is the sole great political 
issue; we now have a second problem of 
equal importance. I call it the North-— 
South problem and I mean by this the’ 
relationship of the industrialized nations of 
the north of the globe to the under- 
developed countries that lie to the south. — 

One issue on which we might well reflect 
concerns the general lack of co-ordination 
in this regard between the industrialized 
nations. There is a pronounced lack of 
continuity in what is done. The questions” 
need a forum which would bring together 
all the industrialized nations of the north 
to confront their new tasks. 

Next, the problems of our relationships 
with Western Europe claim major interest 
and attention. I myself believe that the 
principal architects of the European Eco. 
nomic Community see it as an outw 
looking liberal association. The third issue 
we have to face is the changed relationship 
of the United States to us and Western 
Europe implicit in the deficit on the 
American balance of payments. Quite 
apart from American action, it is cleat 
the job of a recovered Europe to dismantle 
dollar discriminations in trade. 

In conclusion Sir Oliver said: Now that T 
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our economy has been rebuilt and is reason- § is a 
ably strong we can give attention to the § by « 
problems which face us in 1960. It #§ of tl 
important that we do so. For one thing #§ One 
is expected of us by our friends both acros$§ whic 
the Atlantic and in Western Europe. F r§ mys 
another we owe it to ourselves, since onl rejec 


in this way can we make time our ally. 
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WILLIAMS DEACON’S BANK 


LIMITED 





Country’s Trading Position Soundly Based 





Sir Eric Carpenter on the Bright Outlook 





HE Annual General Meeting of 

Williams Deacon’s Bank Limited will 

be held on February 11 in Man- 
chester. - 

The following is an extract from the 
statement by the Chairman, Sir Eric A. 
Carpenter, O.B.E., on the Report and 
Accounts for the year ended December 
31, 1959: : 

Our Net Profit, after making the usual 
provisions, which include contributions to 
Staff Pensions and Widows’ and Orphans’ 
Funds, and appropriations to Contingencies 
Account, is £541,017, an increase of 
£66,683 on the year. 

With the balance brought forward of 
£136,764, a total of £677,781 remains to be 
dealt with. After transferring £150,000 to 
Pension Funds (additional to the usual 
contributions to these Funds) and having 
paid in July an interim dividend of 9 per 
cent. on the Paid-Up Capital, we propose 
to pay a final dividend of 11 per cent. and 
to carry forward £221,531. I feel sure 
you will agree that these results are very 
satisfactory. 

I am glad to report that our associate 
hire-purchase finance company, The British 
Wagon Company, has continued to expand 
and though competition in that field is now 
stronger we can, I think, safely expect 
further progress as time goes on. In the 
meantime, our association with them has 
strengthened during the year as experience 
has shown the extent to which their business 
is complementary to our own. 

The year which has just ended has been 
one of great material progress almost every- 
where and the outlook seems set fair for the 
year ahead, yet such progress is as nothing 
to what could be achieved, for the under- 
developed nations especially, if only there 
were an assurance of peace and co-operation 
in the world. 

Radcliffe Report 

The Report of the Radcliffe Committee 
is a model of lucidity and should be studied 
by all who would understand the workings 
of the British monetary system. Not every- 
one will agree with all the recommendations 
which the Committee make and I find 
myself in agreement with the Chancellor in 
fejecting the suggestion that changes in 
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Bank rate should be made by him since 
that course would invest all such changes 
with a political flavour, which most of 
them would not warrant, and which might 
possibly be misconstrued abroad. The 
modification which has now been made 
whereby changes are announced as having 
been agreed with the Chancellor, thereby 
leaving the major part of the responsibility 
with the Governor of the Bank of England 
and his colleagues, seems an admirable one. 

The most important parts of the Com- 
mittee’s Report are, I think, those in which 
it draws attention to the fact that monetary 
measures are not and cannot be a policy in 
themselves and that money and money 
substitutes such as bank deposits are not 
the whole story. Monetary measures are 
only part of general economic policy which 
includes other factors such as physical con- 
trols and fiscal measures, and with money 
and money substitutes must be included all 
the liquid and near liquid assets of those 
who would spend and of all those who are 
willing to lend to them. 


The economy is now running smoothly 
and it is generally acknowledged that this is 
partly due to the stern measures taken in 
1957 in which the banks were called upon 
to play a leading part. As on many other 
occasions, they carried out the wishes of 
the authorities without demur and were 
glad to do so for the general good. This 
sort of arrangement has always worked well 
in the past and is to my mind more flexible 
than any statutory arrangement. I there- 
fore find the Committee’s recommendation 
that the present conventions, whereby the 
Clearing Banks maintain ratios of 8 per 
cent. of deposits in cash or at the Bank of 
England and all told about 30 per cent. in 
liquid: assets, should be made explicit 
somewhat unnecessary and out of keeping 
with British banking traditions. There is 
nothing sacrosanct about these particular 
figures and the time may come when it 
may be desirable to change them—the Pay- 
ment of Wages Bill may itself reduce the 
need for so much cash in the till—in the 
interests not only of the banks but of the 
community at large. I hope, therefore, that 
this particular recommendation will not be 
proceeded with. 








The outstanding feature of the year in 
the currency field has been the strength of 
sterling, flowing from the monthly sur- 


pluses, until October, in the balance of 
payments. The performance of sterling 
during the year is a matter for congratula- 
tion all round, particularly to those of our 
exporters who have been successful in 
selling so much in the dollar markets. 


Free Trade Association 


A most important event in external 
economic affairs has been the formation of 
the European Free Trade Association, 
usually referred to as the “‘ outer seven ”’, 
following upon the breakdown of the nego- 
tiations with the six countries of the Euro- 
pean Common Market a year ago. The 
principal difference between these two 
groups is that the outer seven are free to 
retain their individual tariffs against the 
outside world. 

The formation of the two groups was 
bound to cause some diversion of trade, 
but larger areas of free trade must, in the 
long run, make for greater economic 
strength and the only disappointment is 
that there has to be this division of Western 
Europe into two areas. The hope is, how- 
ever, that the establishment of the Free 
Trade Association will bring about the con- 


ditions in which the two bodies, the Seven 
and the Six, can come together and the 
machinery for discussion is available through 
O.E.E.C. whenever the climate is favour- 
able. 

After commenting on the Payment of 
Wages Bill and the Government’s intention 
to pass legislation to widen the investment 
powers of trustees, Sir Eric reviewed con- 
ditions in the cotton and shipping industries, 
and concluded: 

Two years ago, in the midst of the 
economic crisis, I said our difficulties could 
be overcome by co-operation in the use of 
the available resources of both men and 
materials to the best advantage and last 
year I was able to indicate that with the 
removal of restrictions, especially those 
placed on the banks, I could take a con- 
fident view of the future, particularly if we 
could have stability. We have now had a 
year of stable prices and in other ways the 
economy is distinctly healthy, so that my 
confidence in the prospects of the economy 
in the immediate future is redoubled. The 
outlook seems bright with our trading 
position soundly based, and I see no reason 
at all why we should not make rapid pro- 
gress in our economic affairs and so be able 
to look forward to ever-improving standards 
of living for our people. 








DISTRICT BANK LIMITED 





Year of All-Round Expansion 





Sir Thomas D. Barlow’s Review 





HE Chairman, Sir Thomas D. Barlow, 

G.B.E., has circulated with the report 

and accounts, his statement to the 
shareholders of District Bank Ltd., prior 
to the 130th annual general meeting to be 
held on Friday, February 12, at the Head 
Office, Spring Gardens, Manchester. In 
the course of his statement the Chairman 
said: 

On reference to the Balance Sheet it 
will be seen that we have considerably 
strengthened our Capital and Reserve 
structure. ‘The combined figure amounts 
to £10,750,000 and does, I think, provide a 
substantial basis for the Bank’s steadily 
growing activities. 

Current, Deposit and other Accounts, 
which have been running at a high level 
throughout most of the year, now stand at 
£268,000,000 and exceed last year’s figure 
by £13 millions. Cash, Money at call and 


millions. 
about by the need to make provision for the 
increased accommodation required by cus- 
tomers. Advances have continuéd to mount 
steadily throughout the year and, at £107 
millions, have reached the highest figure we 
have yet recorded. 
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short notice, Treasury Bills and Bills of 
Exchange are higher in total and in propor 
tion to our deposit liabilities than they were 
at the end of 1958. On the other hand 
Investments are reduced by nearly £13 
This decline has been brought 


That our resources are now more fully 


employed in providing both business and 
personal finance is most satisfactory. But 
no less pleasing is the steady growth in the 
number of our customers. Since this alk 


round expansion has taken place during the 


first full year in which the banks have had 


complete freedom from the financial con 
trols that for two decades have proved 80 














Seven 
d the 

rough 
4vour- 


ant of 
ention 
stment 
1 con- 
istries, 


of the 
_ could 
use of 
n and 
d last 
th the 
those 
a con- 
r if we 
had a 
iys the 
at my 
onomy 


rading 
reason 
d pro- 
oe able 
ndards 





sills of 
propor: 
sy were 


ly £15 
yrought 
for the 
dy Cus. 
mount 
t £107 


rure We 


re fully 
28S 


1 in the 
his all 
ring the 
ave 

al con- 
oved 30 








hampering to progress, it would seem that 
the public have been quick to recognize and 
take advantage of the extended range of 
our services. 


Profits and Dividends 


Larger resources, a higher level of 
Advances and an increased activity in turn- 
over have helped to swell earnings. On the 
other hand we have had to meet heavier 
expenses due to higher salaries and the 
growing cost of maintaining our properties. 
After the usual provisions have been made, 
Net Profit at £863,898 is £125,701 higher 
than that of the previous-year and, with the 
amount brought forward, the disposable 
balance is £1,215,687. Of this sum we 
propose to transfer £217,189 to Reserve 
Fund. After allowing for this allocation and 
for a final dividend on the larger capital of 
7 per cent. which, as forecast, we are 
recommending, there remains £533,595 to 
be carried forward to the 1960 account. 


Aspects*of World Recovery 

The inevitable economic instability and 
political tension of the post-war years have 
at last given place to conditions which 
justify more confidence in the future. 
Progress during the past few months has 
been marked by a gratifying expansion in 
world trade, but no less encouraging is the 
increase in international liquidity. The 
substantial redistribution of gold and 
foreign exchange holdings which has oc- 
curred and the recently increased quotas of 
member countries to the International 
Monetary Fund have provided not only 
sufficient finance to support the recovery we 
have so far experienced but also a margin for 
an even higher level of international trade. 
Giving further strength to expansion is the 
greater financial stability which has been 
achieved in many countries. Adherence to 
sounder policies is already enabling the 
largest part of the world’s commerce to be 
conducted in convertible currencies, and as 





a consequence there are now fewer artificial 
barriers to trade and payments. 

In broad outline conditions appear well 
suited to an uninterrupted increase in 
international trade. At the present time it 
can at least be said that recovery in Western 
Europe and in other parts of the world is 
solidly based. 


Expansion with Stability at Home 

The favourable conditions prevalent 
abroad last year have without doubt con- 
tributed to the speed and extent of recovery 
at home. Since early autumn progress in 
this country has been impressive, especially 
as so far we have been able to combine 
expansion with stability. Underlying this 
resurgence of economic strength are rising 
production, buoyant exports, falling un- 
employment, steadiness of prices and wage 
rates, a highly satisfactory level of personal 
savings, and in National Savings a gratifying 
increase which is helping to bridge the gap 
between the Government’s spending and 
its revenue. 

Although the outlook is so much brighter 
than it was twelve months ago, it would, in 
view of the spectacular post-war recovery 
and industrial development in such coun- 
tries as Germany, France and Italy, be 
unwise to become complacent. Nor should 
we allow ourselves to be so preoccupied with 
the increasing output of motor cars, con- 
sumer durables and luxury goods that we 
disregard the less happy conditions prevail- 
ing in our coal, aircraft-construction and 
shipbuilding industries. Clearly, despite 
creditable progress, our economy requires 
more toning up. Indeed our pressing prob- 
lem is still as I said twelve months ago, the 
reconciliation of high investment and ex- 
pansion with stable prices and freedom from 
inflation. From the headway made last 
year it is evident that success lies in flexible 
monetary and vigorous economic. policies. 
Given a judicious application of these, I 
feel confident that we shall make our 
prosperity more secure. 
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25 YEARS 
OF PROGRESS 


Founded in 1935, Western Credit progressed slowly but 
steadily for some twenty years. 


From 1955 Hire Purchase Finance, which is the company’s 
business, expanded more rapidly and as the graph clearly 
shows, Western Credit, through the development of Branch 
Offices at home and overseas, was fully prepared to take 
advantage of this expansion. 


It has always been a policy of this Company to offer investors 
the highest possible rates of interest commensurate with 
sound trading policy. A deposit account with us is safe and 
secure. Considerable sums are retained to meet accruing 
deposits. Interest cover is ample. No costs are incurred 
such as Stamp Duty or Legal Charges. 
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WESTERN CREDIT LIMITED 





Expansion of Business 





HE 24th annual general meeting of 

Western Credit Limited was held on 

January 19th in London, Mr. J. H. 
Hambro, C.M.G. (the Chairman), pre- 
siding. 

The following is the Report of the 
Directors: 

The Directors present the Balance Sheet 
together with the Consolidated Profit and 
Loss Account and Consolidated Balance 
Sheet as at the 30th June, 1959. 

The Profit for the year is £172,861. 
After deducting the items shown in the 
Consolidated Profit and Loss Account, in- 
cluding an additional provision for specific 
bad debts of £66,252, and taxation of 
£43,852, the Net Profit is £62,757. The 
profit retained in the accounts of Western 
Credit Limited, including the balance 
brought forward from 1958 and after 
making various adjustments, is £28,306. 
The net preference dividend already paid 
is £1,006 and the Directors recommend 
that a dividend of 10 per cent. (subject to 
Tax) be paid on £425,000 of Ordinary 
Share Capital, absorbing £26,031. It will 
be observed that the Finance Charges in 
Advance of the Group have increased from 
£241,796 to £608,629. The balance carried 
forward in the Consolidated Profit and Loss 
Account is £40,024. 

It is proposed to capitalize the Share 
Premium Account to the extent of £106,250 
by the issue as fully paid of 425,000 new 
Ordinary Shares of 5s. each to ordinary 
shareholders on the Company’s Register at 
the close of business at to-day’s date. 

The amount of business transacted by 
the Group shows a very considerable in- 
crease. However, since the end of the 
financial year it became evident that some 
of this business, upon which reserves would 
not normally be made, was suspect. In- 
vestigation has confirmed this, and accord- 
ingly we have made a special additional 
provision of £66,252 on business under- 
taken in the year under review. 

All the Group’s new business in the 
United Kingdom, with the exception of 
the specialized agricultural finance provided 
by Farm and General Investment Trust 
Limited, is now handled by the Parent 
Company in its own name. 

The Authorized Capital of the Company 
was increased to £600,000 on the 30th 
January, 1959. 


li 


During the year, Hambros Bank Limited 
and Phoenix Assurance Company Limited 
each subscribed for 255,000 new Ordinary 
Shares. 

The authorized Capital of Western 
Credit (Africa) (Pty) Limited has been 
increased to £400,000 and the Parent Com- 
pany subscribed for another 100,000 Shares 
of £1 each. In addition, 45,000 £1 Shares 
were issued at par for the purpose of 
acquiring the remaining half interest in 
Premier Finance Corporation (Pty) Limited, 
Windhoek, and in purchasing all the Share 
Capital of its Associate Company, Premier 
Finance Corporation (Pty) Limited, which 
is registered in Cape Province. These 
Companies are now wholly-owned sub- 
sidiaries. of our South African Company. 
The vendors of the Premier Companies 
subscribed for a further 5,000 £1 Shares at 
par. The paid-up Capital of Western 
Credit (Africa)’ (Pty) Limited is now 
£250,000. The holding of one-half of the 
Share Capital in H.P. Discount (Pty) 
Limited has been sold at a small capital 
profit. 

Branches have been opened recently at 
Bournemouth, Leicester and Yeovil. Addi- 
tional premises have been taken at Ply- 
mouth to accommodate the centralized 
Machine Accounting and Collection De- 
partments. 

The Director retiring by rotation is Mr. 
J. R. Trahair, who, being eligible, offers 
himself for re-election. The Right Honour- 
able Isaac Foot resigned his position as 
Chairman during the year but continues 
as a Director. Mr. Foot became Chairman 
in May, 1950, and he has wisely guided the 
Company during its years of growth. We 
take this opportunity of thanking him for 
his services and we are pleased that he has 
consented to remain on the Board. Mr. 
J. H. Hambro, who took his place as Chair- 
man, and Mr. D. J. R. Evans, both 
appointed Directors during the year, retire 
and also offer themselves for re-election. 

Messrs. Turner, Easdale & Company, 
who have acted as Joint Auditors for 
several years, have resigned. Messrs. Peat, 
Marwick, Mitchell & Company will con- 
tinue as Auditors in accordance with Sec- 
tion 159 of the Companies Act, 1948. 

The report and accounts were adopted 
and at the subsequent extraordinary general 
meeting the proposed one-for-four scrip 
issue was approved. 











The Expanding Economy of an Eventful Year Offers an Outlook that 
is Encouraging and Hopeful : 


RIGHTS [ISSUE—INCREASED PROFITS 


HE one hundred and twenty-ninth 

Annual General Meeting of members 

of Martins Bank Limited will be held 
at Head Office, Liverpool, on 10th February, 
1960. In his statement circulated to mem- 
bers, the Chairman, Sir A. Harold Bibby, 
Bart., D.S.O., D.L., LL.D., writes :— 

In November last the Board decided 
upon ‘an increase in the Bank’s Issued 
Capital and an announcement was there- 
fore made to the Press at the earliest 
possible date on 5th November of the 
proposed offer to shareholders of one new 
5s. share for every two held at a price of 
7s. per share. 

Details of the proposed issue are set out 
in the Report of the Directors and the 
necessary renounceable provisional Letters 
of Allotment will be posted on 15th Janu- 
ary to shareholders registered on ist 
January. 

In reaching their decision the Board have 
taken cognisance of the fact that, whilst the 
Bank’s deposits have increased substantially 
over the past twenty years, the increase in 
the capital and published reserves has fallen 
behind relatively and, therefore, it was 
desired to improve the ratio of capital and 
published reserves to deposits and also to 
fixed assets. The latter include recent 
heavy investments in the purchase of 
Lewis’s Bank Limited, a 20% shareholding 
interest in Mercantile Credit Company 
Limited and also substantial sums spent 
since the war in building new branches 
and restoring and renewing old ones. 

Our investments in both Lewis’s Bank 
Limited and Mercantile Credit Company 
Limited have proved eminently satisfac- 
tory. The former has brought numerous 
new customers and enlarged our circle, 
whilst the latter has enabled us to par- 
ticipate in the profitable business opened 
up in this present-day sphere of finance. 

The net profit for the year ended 3ist 


MARTINS BANK LIMITED 
COMMENTARY BY THE CHAIRMAN 


SIR A. HAROLD BIBBY, BART., D.S.O., D.L., LL.D. 


lii 


December, 1959 (inclusive of a dividend of 
10% actual from Lewis’s Bank Limited 
amounting to £61,250 net), is £1,161,411, 
which compares with £1,050,805 in 1958. 

As forecast, a final dividend of 8%, less 
income tax, is recommended which, with 
the interim dividend of 8%, makes 16%, 
less income tax, for the year 1959 on the 
Issued Capital as at 31st December last. 

After providing for the dividend, appro- 
priations from published profits of £250,000 
have been made to Reserve for contin- 
gencies and £250,000 to Premises Re- 
demption. 

Total assets stand at £397,462,912 (1958 
—{373,781,066) and current, deposit and 
other accounts at [362,904,359 (1958— 
£339,265,701); both these items constitute 
records. 

Our total liquid resources as at 31st 
December were £124,993,130 (1958 — 
£123,208,616) and the ratio of these re- 
sources to our deposits is 34.34% compared 
with 36.15%, which we regard as satis- 
factory. 

The total of our Quoted Investments, 
which continue to be valued at under 
market price, has declined by approxi 
mately £22,000,000 during the year due to 
the increase in our lending which has made 
it necessary for us to sell some of ouf 
British Government securities. - Over 99% 
of the total are British Government securfi- 
ties redeemable at fixed dates, the majority 
maturing within four years. 

Total advances inclusive of those made 
under the Personal Loans Scheme now 
stand at £144,686,908, compared with 
£107,498,777 a year ago and may wel 
continue to rise. The new advances afeé 
widely spread and include substantial in- 
creases to agriculture. 

Our Personal Loans: continue to bé 
availed of by an ever rising number of 
customers. Some are old customers of the 
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bank who find that this form of advance 
suits their requirements best, but many are 
new to us and new to the banking system 
itself. 


Board Changes 


It is with deep regret to us that Mr. 
Myles N. Kenyon, C.B.E., D.L., has felt 
it necessary not to offer himself for re- 
election to our General Board and to resign 
from the Manchester Board of which he 
was Chairman. During long and valued 
service he has endeared himself to his col- 
leagues, our staff and customers alike. 

In the place of Mr. Kenyon on the 
General Board we welcome Sir Cuthbert 
B. Clegg, T.D., who needs no introduction 
and who has served with distinction as a 
member of our Manchester Board for the 
past twelve years. 

The Hon. Angus D. Campbell, C.B.E.., 
who has served on the General Board for 
nine years, has been elected Chairman of 
the Manchester Board of which he has 
been a member for nearly eighteen years. 

During the year Sir John H. Grey re- 
signed for reasons of health from our Man- 
chester Board, and it is with deep regret 


that we learned of his death at the close of 
the year. His great experience and sound 
judgment were of immense service to your 
Bank and we shall miss him in no small 
degree. 

We welcome to the Manchester Board 
Sir W. Hereward Clare Lees, Bart., whose 
assistance will be most valuable. 

There have been several changes in the 
general management of the Bank: Mr. 
J. A. Banks has‘been appointed a Joint 
General Manager and has been succeeded 
as Liverpool District General Manager by 
Mr. N. N. Jobling, M.C., T.D.; Mr. D. C. 
Bardsley has succeeded Mr. ‘Jobling as 
Midland District General Manager. 

Mr. W. H. T. Laidlaw, formerly Assistant 
General Manager (Administration), retired 
in May after forty-eight years of distin- 
guished service. 


New South Western District Office 


We have continued our general policy of 
opening new branches where we have not. 
previously been represented, and this has 
béen useful to our customers, old and new 
alike. 

In addition, we have done and are in 
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MARTINS BANK 
LIMITED 
STATEMENT OF ACCOUNTS 31st December 1959 


LIABILITIES £ . 


Current, deposit and other ‘accounts. 
(including Profit and Loss Account) ; 
Acceptances and engagements on account of customers 21,386,275 


£397,462,912 
ASSETS £ 
Cash in hand and at Bank of England ... 28,960,362 
Balances with, and cheques in course of collection on, 
other banks in the British Isles jek dea eek: Se 
Money at call and at short notice 28,029,919 
Balances with banks abroad... ... 529,418 
British Government idenicad Bills ve 61,290,000 
Bills discounted iy 6,712,849 
Investments ... sso eee. ove” Sea eee 
Advances to customers ‘and other accounts ss eee eee 144,686,908 
Subsidiary Companies jet eee 1,625,000 
Trade Investments 3,009,495 
Bank Premises 4, 673, 089 


Liability of customers fe for acceptances and | engagements 21, 386, 275 


LONDON DISTRICT OFFICE: 68 LOMBARD STREET - EC3 
HEAD OFFICE: WATER STREET - LIVERPOOE 2 


6,595,532 
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- 363,981,105 








£397,462,912 _ 
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process of doing a large amount of modern- 
isation in our other branches and, while 
this takes considerable time and causes a 
certain amount of inconvenience while the 
alterations are taking place, we feel sure 
that, when completed, it will add to the 
general amenities and efficiency. 

Following our settled policy of decen- 
tralisation, a South Western District will 
be formed early in the year, with its head- 
quarters at Bristol. ‘This will be adminis- 
tered by its own District Board, District 
General Manager and staff. More local 
and specialised knowledge will then be 
made available in dealing with banking 
business in this important area. 

Mechanisation is continuing to absorb 
a lot of thought and research and, while 
progress is bound to be slow, considerable 
headway has been made. We are pressing 
on with this as a high priority. 

There has been a great increase in the 
pressure of work at many of our branches 
where the staffs have often had to work long 
hours, and it has been difficult to find 
extra trained staff to meet our needs. Steps 
have been taken which, it is hoped, will 
eliminate the shortages during the course of 
the coming year. 

- Once again I pay a most sincere tribute 
to the whole of our excellent staff for their 
loyalty, zeal and hard work during the year. 


Encouraging Trends 

We have noted a pronounced increase in 
the number of new customers who have 
opened banking accounts with us. 

This is a hopeful sign as it indicates that 
more and more people are becoming bank 
minded and many of the old inhibitions of 
starting a bank account are disappearing. 
We welcome this change. 

The ideal of a property-owning demo- 
cracy is. slowly becoming a reality. An 
expanding section of the community own 
their homes, own motor cars and invest- 
ments, and enjoy all the other amenities of 
modern life. 

The most encouraging feature of all, at a 
time of heavy spending by the nation, 1s 
the steep rise in national savings during 
the year, reflected mainly by increased 
deposits in the Trustee and Post Office 
Savings Banks and in net investments in 
National Savings. 

The year has also witnessed a prodigious 
rise in stock exchange values. ‘The pressure 
of savings is steadily increasing, both 


private and public, through such agencies 
as the life insurance companies, industrial 
and commercial pension funds and the like, 
and these funds together with large capital 
sums from overseas investors are seeking 
investment in our industrial field. 


In rela- 
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tion to these funds, new issues, which are 


often very heavily over-subscribed, may 


possibly be regarded as in short supply and 
such savings are forced into existing securi- 
ties with the result that some are over- 
priced. ‘This excess of demand over supply 
inevitably raised prices and quite rightly is 
causing some concern in many minds. 

Take-over bids have acquired a great 
deal of notoriety, largely because the phrase 
is used in far too wide a sense. Many 
amalgamations between firms in similar or 
allied businesses are wholly good and tend 
to greater efficiency and are carried out in 
an orderly and proper manner with the full 
approval of both contracting boards and 
shareholders. Others, unfortunately, do 
not come within this category and the bids 
and counter-bids leave the general public 
with the impression that someone is making 
far too much easy money. This is bad; bad 
for business generally and for the City in 
particular. 

It is hoped that the investigations now 
taking place will produce safeguards against 
the abuses which are now possible. 


Productivity and Cost of Living 

The official statistics for the year show 
that productivity has increased slightly 
more than wages and this has enabled the 
cost of living to remain stable and with it 
the real value of the wage packet. 

Here is positive and definite proof of 
an economic truth regarded by many as @ 
mere theory which would never work out 
in practice. 

This is a creditable performance, but it 
must not be forgotten that much of this 
increase in productivity has only been made 
possible and brought about by the invest- 
ment of large sums of money in modern- 
ising old and installing new equipment. 

Both political parties are now in favour 
of amendments to the Truck Acts which 
are to-day quite outmoded and, if Parlia- 
ment approves, it will become possible to 
credit wages directly to a banking account 
or pay them by cheque if the recipient 
approves and suitable arrangements afé 
agreed with the banks. : | 

A tremendous impetus would then be 
given to many to open a banking account 
and use this most convenient method for 
transacting their private business. In the 
United States of America and in Canada 
the system of payment of wages by cheque 
is commonplace and over 80% of house 
holds use the banks, whereas in Great 
Britain it is thought that the figure is only 
round the 30% mark. 

However, the process will be compafé 
tively slow; there will not be an overnight 
change in old habits and practices, and the 
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banks will be able to adjust themselves to 
the gradual evolution, guided by the pattern 
in which it develops and aided by automa- 
tion and adjustments in methods. 

The very carefully prepared and ex- 
haustive Radcliffe Report was published 
last August. It is a very full review of our 
whole monetary system by men _ fully 
qualified to deal with this complex subject. 
Generally, the findings are that the present 
procedure built up by years and years of 
experience works well and fits the require- 
ments of our present economy. ‘There are 
a number of suggestions and these are 
naturally receiving the most careful study. 


Expansion of Trade Through 
Slackening of World Tension 


Both at home and abroad 1959 has been 
an eventful year. There are at least hopeful 
signs that the temperature in the cold war 
is moderating and with it the fears of a 
third and annihilating war are receding. 

There is now a prospect of less money 
being spent on non-productive armaments 
and, with less taxation being required as a 
corollary, larger funds should be available 
for industrial expansion and the develop- 
ments of nuclear power for peaceful 
purposes. 

Great Britain still leads the world in the 
more practical application of this new and 
far-reaching science, the potentialities of 
which are staggering to contemplate. For 
all this we can be justifiably proud. 

Slackening of world tension should ex- 
pand and develop world trade and there 
are still hapes that the Common Market 
and the Outer Seven may be able to merge 
into a workable whole, giving to each the 
advantages of a wider field. 

Among the younger nations there is a 
constant urge towards _ self-sufficiency 
regardless of economic considerations. 
Globally, they should produce what their 
country, climate, natural resources and 
people are most fitted for, rather than 
endeavour to establish and maintain in- 
dustries by means of import restrictions 
and other measures to do what can be done 
better and more cheaply elsewhere. 

This tendency is perhaps most pro- 
nounced in transport, be it shipping or 
airlines. In both these important industries 
every sort of pressure of flag discrimination, 
governmental or otherwise, is brought into 
play to buttress up an effort which has no 
economic justification and is merely an 
expensive expression of national pride and 
independence. This all runs counter to 
the expansion of world trade which these 
younger nations should make their first 
consideration and wherein lies their future 
progress. ' 
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The decided voice of our General Elec- 
tion has dispelled many doubts abroad as 
well as at home by the removal of all the 
uncertainties inherent in a possible change 
of policy. 

The holders abroad of over £3,000 
millions sterling now know that the value 
of the pound sterling, in which over half 
the trade of the world is conducted, will be 
maintained and all fears of a weakening of 
measures to uphold it can be set aside. 
Repayment of the American loan of the 
equivalent of £90 millions is a convincing 
proof of our determination and ability to 
honour our obligations in any currency. 

With the increased prospects of. world 
peace and with a continuation of our ability 
to sell abroad, on which depends our full 
employment, and with the pegging of the 
cost of living, the outlook is encouraging 
and hopeful. 


a 
Unofficial Strikes and Industrial 
Relations 


The biggest fly in the ointment is the 
spate of unofficial strikes. ‘These are con- 
demned equally by the Trade Union 
leaders and the employers. 

There is existing machinery for settling 
all disputes and there is, therefore, neither 
rhyme nor reason in stoppages. Now that 
the Trades Union Congress have taken this 
matter seriously in hand there ought to be 
no doubt that a solution will be found, 
particularly as so many of these unofficial 
stoppages occur from demarcation disputes 
between the different unions. ‘Thousands 
of their fellow workers, who are in no way 
concerned in the dispute, are thrown idle 
and they, with the general public, suffer 
hardship. The time will surely come when 
these innocent sufferers will no longer 
stand aside inarticulate and inactive. 

Unless the Trade Unions can guarantee 
that agreements, which they have freely 
negotiated, are enforceable on their rank 
and file there is little or no justification in 
reaching such agreements, nor if they fail 
in this essential is there justification for the 
Unions themselves either from their mem- 
bers’ or the employers’ point of view. 

That road leads straight back to the 
jungle. 

The chief sufferer from ‘“ wild-cat ” 
strikes is the trade unionist mouse who 
through intimidation or apathy does not 
attend his branch meeting and so assert 
his undoubted authority. 

If this defect in our industrial organisa- 
tion can be rectified and Trade Union 
authority is reasserted, we can look ahead 


with added confidence. 











WESTMINSTER BANK LIMITED 





A Period of Steady Expansion 





HE Annual General Meeting of West- 
minster Bank Limited will be held 
on February 10 in London. 

The following are extracts from the 
circulated Statement by the Chairman, 
The Right Hon. Lord Aldenham, for 
the year ended December 31, 1959 :— 

Our profit after tax for the year was 
£2,506,101, some £436,000 higher than in 
1958. This increase reflects not only an 
improvement in trading experience but also 
the beneficial effect of the reduction in the 
rate of income tax which came into opera- 
tion in 1959. 

Against this background, we have felt 
able to pay a final dividend of 1s. 2d. per 
share on the “‘ B ”’ shares. 
2d. per share more than forecast last June 
when we announced our proposals, subse- 
quently approved by the Shareholders, 
concerning the increase in Capital outlined 
in the formal Report. 

It is good to see the result of a period of 
steady expansion and development in an 
atmosphere of freedom from restrictions 
and some easement in the burden of taxa- 
tion. We have, however, to bear in mind 
that expansion and greatly increased ac- 
tivity in general do not necessarily go hand 
in hand with comparably higher profits, 
owing to greater operating costs of which 
Staff expenses are by far the most im- 


portant. 

During 1959 our Current, Deposit and 
Other Accounts have increased by £62 
million to a new-peak figure of £979 mil- 
lion. Contributing to this rise in our 
resources was a very substantial element of 
new business: the number of Current 
Accounts added to our books exceeded by 
a large margin the highest annual increase 
on our records. We are looking forward to 
a continuous inflow of new account holders 
from all walks of life, stimulated we hope 
by the legislation now in prospect designed 
to permit payment of wages into a bank 
account or by encashable cheque. 


Benefits of Freedom 
Looking at the Assets side of our balance 


That is to say,’ 
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sheet, the most important feature is the 
rise of £97 million in our Advances, again 
to a new peak. This eminently satisfactory 
increase reflects the extent to which the 
restraints of earlier years have retarded the 
growth of our business. With interest on 
Advances linked to Bank rate, and money 
market rates appreciably lower than last 
year, it will be apparent that our average 
earnings per £100 lent are considerably 
lower. 

Westminster Bank has not advertised any 
specific medium or long-term schemes for 
financing small businesses or farmers for 
the good reason that such advertisement 
would not import any fresh service. We 
have always treated such customers, whose 
problems are not new, as sympathetically as 
has been possible; it is true that in some 
cases rigid conditions of repayment might 
be advantageous, but on the whole a flexible 
system has been preferred. 

In other specialist fields of lending, such 
as medium-term finance for exports, we 
have continued to play our part but bearing 
always in mind our basic responsibility to 
depositors and shareholders. The form of 
lending known as Personal Instalment Loans 
has proved to be very attractive and a 
welcome source of new business and we are 
well satisfied with the results of our entry 
into this field. 

Against the background of rising Ad- 
vances, liquidity considerations have been 
in the forefront throughout the year and 
the maintenance of an adequate ratio has’ 
meant a running down of our gilt-edged 
Investments. You will see from the 
Accounts that this item has been reduced 
by £60 million. 


Our Trade Investments now include the 
acquisition in 1958 of a 20 per cent. interest 
in Mercantile Credit Company Limited. 
This has proved a very worthwhile invest- 
ment. 


Our Staff costs have risen materially 
during 1959, largely in consequence of our 
negotiating with our Staff Associations 4 
general increase in our salary structures. 
In addition, with the expansion of business, 
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our Staff costs have been increased as a 
result of a rise of over 750 in the number 
of our clerical Staff. 


Branch Policy 


The number of new banking offices 
opened in 1959 was 13 and our total 
representation now stands at 1,208 branches. 

You will have seen in the Press from 
time to time announcements concerning 
fresh developments in banking services and 
in these matters Westminster Bank has 
In January last we 
were the first bank in the country to open 
an office incorporating drive-in facilities; 
this was established on an eminently suit- 
able site at Princes Road, Liverpool, and 
extensive use of it has been made during 
the course of the year. We recently intro- 
duced at our Bullion Office in London 
what is believed to be the largest coin- 
sorting and counting machine in _ the 
country and we are thus able better to 
satisfy our customers’ widespread demands 
for silver sorted into all denominations. 
Perhaps the most interesting and most 
important development, however, was our 
application in November of a closed circuit 
television technique to the needs of our 
customers in the Manchester area. 


Expansion with Stability 

For the country as a whole the year has 
been one of steady. expansion in production, 
stimulated by concessions in the Budget 
and by the increasing use made of bank 
loans and other forms of credit. The ex- 
pansion has been sound since it has been 
based on fuller use of industrial capacity, 
with a corresponding rise in productivity. 
Costs have also: been helped by a con- 
tinuance of moderate prices for our im- 
ports. ‘These factors have in turn ensured 
a notable stability of retail prices. 

Personal savings, which have again been 
good, have also made their contribution to 
stable. prices. 

A year ago the trend of unemployment 
was causing concern. ‘The figures for the 
country as a whole have since improved; 
but there are bad patches of local unem- 
ployment. It is satisfactory to know that 
the whole problem of unemployment is very 
much in the mind of the Government, and 
in the Local Employment Bill it has indi- 
cated the further powers it proposes to 
take to deal with this difficult question. 

Ulster has for a long time suffered a 
high rate of unemployment; and _ the 
Government there is taking energetic steps 
to remedy the position, particularly by 
attracting industries from England and 
abroad. 


The balance-of-payments position re- 
mains good, and in consequence sterling 
has continued to be strong in spite of, or 
perhaps it may be more true to say, because 
of, the steps taken towards fuller converti- 
bility. In fact, sterling withstood both the 
expansion in this country and the uncer- 
tainty of a General Election year. 

We have been able during the past year 
to repay ahead of time our indebtedness to 
the U.S. Export-Import Bank, amounting 
to £89 million. We have also repaid £71 
million borrowed from the I.M.F. at the 
end of 1956. We have, moreover, during 
the year made a payment of £58 million to 
the I.M.F. as the gold portion of our 
increased quota. After these actions, and 
after making the annual payment of £66 
million on the North American loans, our 
gold and dollar reserves are only £119 
million less than a year ago. 3 


Distribution of Gold 

There has been a good deal of loose talk 
about the weakness of the United States’ 
dollar, talk which has been brought about 
by the very considerable loss of gold by 
the United States. It seems unrealistic to 
think of a weak currency in a country which 
still has such a large favourable balance of 
trade. 

The redistribution of gold has, however, 
been at a rather rapid pace in recent 
months and it is fair that Americans should 
expect this country, and other countries of 
Europe, to carry rather a greater share of 
the provision of capital for underdeveloped 
countries than at present. We in this 
country have been doing a lot in this 
direction in the past few years, particu- 
larly in the Commonwealth countries to 
whom we have a special responsibility. 

During the year there have been rapid 
developments in the arrangements between 
the six Common Market countries and the 
emergence of the European Free Trade 
Association of the seven. It would be 
infinitely better if one bloc could have been 
formed instead of two. At the moment 
the prospect of forming a bridge between 
the two blocs is not good; but there is 
undoubtedly a desire, shared in the United 
States, for some form of accommodation to 
be reached. 

Economically the outlook is encouraging; 
so encouraging that during 1959 many 
ordinary shares rose to prices where the 
yield became much less than that on British 
Government securities: a most unusual 
position. ' It is worth remembering that 
when very many of us are reading our 
barometers as “‘ Set Fair’’ it is time to 
watch your step. 
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LLOYDS AND SCOTTISH FINANCE 
LIMITED 











Growing Volume of Hire Purchase Business 





Mr. Ian W. Macdonald’s Statement 





HE first Annual General Meeting of 

Lloyds and Scottish Finance Limited 

was held recently at Vigo House, 
‘115 Regent Street, London, W.1. 

The following is the statement by the 
Chairman, Mr. Ian W. Macdonald, which 
has been circulated with the Report and 
Accounts: 

I have pleasure in submitting the first 
statement of Lloyds and Scottish Finance 
Limited. This company was formed to- 
wards the end of 1958 to acquire the whole 
of the share capital of Olds Discount 
Cempany Limited and Scottish Midland 
Guarantee Trust Limited. The original 
issued capital of Lloyds and Scottish was 
£6,000,000 but during the year this has 
been increased to £11,150,000, repre- 
sented by ordinary shares which are held 
equally by Lloyds Bank Limited and 
National Commercial Bank of Scotland 


than half of our hire purchase contracts— 
in number but not in value—cover the 
finance of domestic durables such as furni- 
ture, radio, television, and electrical house- 
hold equipment. Of the two main operating 
subsidiaries, S.M.G.T. concentrates on the 
motor vehicle and machinery fields while 
Olds continues its long established specialist 
business in the smaller units. Accordingly, 
as a group we cater for every class of hire 


purchase business and at present we have 


364,000 active accounts. 


Growing Volume of Business 
Since Lloyds and Scottish commenced 


business on January 1st, 1959, there has. 


been a continuously growing volume of 
hire purchase business available in the 
United Kingdom, of which we have ob- 
tained a highly satisfactory share. We 


could have had an even larger proportion 


ie 
Limited. if we had been willing to accept all the I 
gee business offered, but we have thought it C 

Home and Overseas Activities right to follow a selective policy and reject \ 

In geographical terms the group’s main business which does not attain a high L 
activities are in the United Kingdom where _ standard of credit rating. Since the termina- t 
some 90 per cent. of total business is con- tion in 1958 of all statutory controls on ti 
ducted at 100 offices. Overseas the group’ hire purchase transactions, the trend has 0 
has subsidiaries in South Africa, Rhodesia, been towards smaller down-payments and C 
Trinidad and Jamaica. It also has a sub- longer repayment periods. Such a trend tt 
sidiary in Eire. ‘Towards the end of the obviously increases the underwriting risk. ir 
financial year we extended our interests in Moreover, rates charged to the users have tr 
South Africa by joining a consortium with been lowered during 1959, thus giving the 1! 
the Netherlands Bank of South Africa finance houses a smaller margin for cover m 


Limited and British and Commonwealth 
Shipping Company Limited to acquire 
some 85 per cent. of the ordinary shares of 
Credit Corporation of South Africa Limited. 
Our proportion of the consortium’s invest- 
ment is shown under Trade Investments in 
our Accounts. 

As regards the classification of business, 
considerably more than half of our hire 
purchase turnover involves the financing of 
motor vehicles. On the other hand, more 
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against the greater risk. 
stances, it is clearly prudent to be rather 
more discriminating in our trading, and 
such has been our management policy over 
the past year. In consequence, we have 


had a most satisfactory experience as regards’ 


bad debts. 

Our overseas subsidiaries are now firmly 
established and each is making a useful 
contribution to the local financial economy. 
It is our policy to have a minority of resi- 


In such circum- * 
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dent shareholders—either institutions or 
individuals—and in this way we obtain a 
valuable measure of local goodwill. In 
South Africa our associated shareholders 
are the Netherlands Bank of South Africa 
Limited and British and Commonwealth 
Shipping Company Limited: in Rhodesia, 
The London and Rhodesian Mining and 
Land Company Limited: in Jamaica and 
in Trinidad local residents. We feel con- 
fident that, with our “ know-how ” and 
their support, these companies will con- 
tinue to develop successfully and increas- 
ingly add their contributions to the earnings 
of our group. 


The Accounts : 


You will see from the Accounts that the 
profit for the nine months’ trading amounts 
to {2,275,836 before tax. The charge in 
the Accounts for taxation at £1,253,354 is 
relatively heavy, as we thought it wise to 
set aside sums sufficient to meet taxation 
liabilities, both current and future, up to 
April 5th, 1961. After allowing for the 
share of net profit attributable to outside 
shareholders, we have made appropriations 
in the Group’s Accounts aggregating 
£236,218 and we have distributed a net 
amount of £687,837 by way of dividend to 
our shareholders, Lloyds Bank and National 
Commercial Bank, leaving a carry forward 
of £6,959 in the parent company. 

The consolidated balance sheet shows our 
hire purchase and other debtors at £69 
million. ‘The comparative amount at the 
commencement of business on January 1st 
was £45 million, a 53 per cent. increase 
between the two dates. Since the date of 
the balance sheet our business has con- 
tinued to-expand both by volume and by 
outstandings. The longer period now 
covered by the average hire purchase con- 
tract in itself implies a growing amount of 
indebtedness. Many of the two-year con- 
tracts—which was the statutory limit until 
1958—are well on the way to final repay- 
ment, while many of the new contracts have 





a longer life and consequently employ more 
funds. This upward trend in total hire 
purchase debtors will continue throughout 
1960 unless the volume of new business 
begins to fall, and so far there is no evidence 
of that. However, any change in official 
policy, if associated with the re-imposition 
of statutory limitations, would probably 
result in an immediate contraction in the 
volume of business. 

Allied to the amount of hire purchase 
debtors is the figure in the consolidated 
balance sheet for unearned finance charges 
at £6.89 million—almost 10 per cent. of 
the debtors. This, of course, is a cushion 
for the future, and will be brought into the 
profit and loss account as the instalments 
are paid. 

Turning to the methods we have adopted 
to finance our hire purchase paper, it will 
be seen that the shareholders’ issued capital 
stands at over {11 million. The reserves 
and future taxation provide £2} million. 
The two other main sources of finance are 
Joint Stock Banks and Acceptance Houses 
(£134 million) and deposits (£344 million). 
From these figures it is evident that the 
Group has obtained finance from many 
quarters other than the parent banks. 


Confidence in the Future 

Overall these first accounts reflect the 
size of this new Group and its earning 
capacity. The Directors are confident that 
the wide diversification of business through 
many branches here and overseas, the 
specialized managements, and the support 
of the parent banks are all factors which 
should enable us to hold—and, we hope, 
to improve—our position in this rapidly 
developing sphere of financial activity. 

My final word must be personal—an 
expression of our gratitude to the Managing 
Directors, Managers and Staff who have 
energetically supported this fusion of in- 
terests and at the same time have worked 
so hard in getting and handling a formidable 
increase in business. 





Main Operating Subsidiaries: 
OLDS DISCOUNT COMPANY LIMITED 
SCOTTISH MIDLAND GUARANTEE TRUST LIMITED 


Overseas: 


RHODESIA 


SOUTH AFRICA 


TRINIDAD 


JAMAICA EIRE 








BARCLAYS BANK LIMITED 





Mr. A. W. Tuke’s Address 





The Bank’s Affairs 





HE Annual General Meeting for the 

year 1960 of the Stockholders will be 

held at the Head Office of the Bank, 
54 Lombard Street, London, E.C.3, on 
Friday, 5th February, 1960. 


Capital Issued: £40,812,828. Reserve Fund: 
*£21,500,000. 

Current Deposit and Other Accounts: 
£1,676,407,295 (1958—£1,580,339,733). 


Investments: £393,542,971 
(1958—£505,468,031). 

Advances: £648,944,347 
(1958—£456,321,193). 

Net Profit: £4,144,470 (1958—£3,345,411). 


The following is an extract from the 
address of the Chairman, Mr. Anthony 
William Tuke, circulated to the Stock- 


holders :— 


Accounts 


During the past year there have been 
considerable changes in our balance sheet. 
In May we made a rights offer of 5,561,914 
new shares of £1 each to Stockholders on 
favourable terms which produced a similar 
sum by way of premium. Immediately on 
completion of this transaction we capital- 
ized the share premium account, and used 
it, together with a balance of £1,112,383 
from the Reserve Fund, to provide a free 
issue of one share for every £5 of the whole 
ordinary capital including the rights issue. 
As a result of these two transactions our 
capital was increased from {28,576,617 to 
£40,812,828 and our Reserve Fund was 
reduced temporarily from £21,000,000 to 
£19,887,617. We have now transferred to 
Reserve £1,612,383 from the profit of the 


year with the final result that our Capital 
and Reserve Fund together at the end of 
the year stand at £62,312,828, compared 
with £49,526,617 at the end of last year. 
This is a large increase, but our fixed 
assets have also been increasing rapidly in 
recent years and we regard it as desirable 
that they should be covered, as far as 
possible, by Stockholders’ money. As I 
explained at the time when the free issue 
was made, it was not intended to increase 
thereby the sum payable to Stockholders by 


way of final dividend, and accordingly the 


final dividend recommended is at the rate- 
of 5 per cent per annum, which is the exact 


equivalent of the 6 per cent paid by way of © 
interim dividend in August last. The sum, 


however, which we are proposing to distri- 
bute is considerably larger than a year ago 


because all the shares issued during 1959 


become entitled to the final dividend this 
year. Naturally not all our Stockholders 
were able to take up the whole of their 


rights to the cash issue, and these surplus — 


rights were sold either by the Stockholders 
concerned or by the Bank on their behalf. 
As a result the number of separate holdings 
of our Ordinary stock has increased very 
considerably during the year and now 
stands at 61,000. We offer a hearty wel- 
come to the new members of our proprietary 
family. 

There has been a substantial increase” 
during the year in the deposits of the’ 
Clearing Banks as a whole, our share being 
£96,000,000. All this increase has come in 
current accounts, which now form about— 
70 per cent of the total; no doubt this is a” 
reflection of increased business activity. 
The outstanding change on the assets side” 
of our balance sheet is the increase from” 
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£456,000,000 to £649,000,000 in the total 
of our advances which has been spread 
over every section of our business, but 
with some emphasis on our private cus- 
tomers whose borrowings were inevitably 
curtailed very severely during the period 
of credit restriction. The funds to provide 
for this welcome increase have come in the 
main from a reduction in our investments 
in British Government Securities, the pro- 
portion of which had become abnormally 
and unpleasantly high during the long 
period of credit restriction. ‘The balance 
has been provided from the increase in our 
deposits without pressing unduly upon our 
liquidity ratio. 


Growth of Business 


A feature of last year’s business which 
has brought us particular satisfaction is the 
greatly increased rate of progress in the 
number of our current accounts, which 
now number well over two million. When 
the credit restrictions ended in July, 1958, 
we let it be known that we were very ready 
to receive proposals from customers, old 
and new, for personal advances, and, as I 
explained last year, we introduced a new 
form of borrowing by way of special loan 
on which the interest was to be charged in 
advance and principal and interest were to 
be repaid by equal monthly instalments 
over a period not exceeding two years. 
This scheme aroused some considerable 
interest and experience has proved that 
there was a gap to be filled; on the other 
hand, we found that the majority of the 
applicants could be accommodated on 
orthodox banking lines, which is more econ- 
omical to the borrower, and the field which 
lies between orthodox banking and hire-pur- 
chase finance does not after all seem to be 
avery large one.. Somewhat to our surprise 
the great majority of the new customers to 
whom I have referred are not borrowers 
but lenders; in other words, they are con- 
ducting credit accounts; and we have been 
much interested to find from a number of 
sample enquiries that some 15 per cent to 
20 per cent of them appear to be weekly 
wage-earners or their wives. 


The question of how to make banking 
attractive to the weekly wage-earner is still 
exercising the minds of all of us, and the 
proposed legislation to amend the Truck 
Acts gives some urgency to the problem. 
lt is not worth while, I am sure, to try to 
sell people goods or services that are of no 

use to them, and the issue has been 
tather confused by its being expressed as 
the payment of wages by cheque. To give 
an employee once a week a singie piece of 
paper, which he will immediately wish to 
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convert into several other pieces of a 
different quality, would be of very little 
advantage to anybody. If payments were 
made by cheque once a month, or even 
once a fortnight, some would undoubtedly 
find a banking account useful, but the ideal 
arrangement would be that, with the full 
and free consent of the employee, his wages 
should be credited, in whole or in part, 
once a month by internal transfer to his 
banking account, from which he or perhaps 
his wife would draw cash as required for 
their living expenses, and from which he 
could make payments by cheque or by 
standing order to meet other outgoings, 
such as rent or mortgage interest or hire- 
purchase instalments. 


I feel that we should attack the problem 
at that end, as soon as the obstacles to the 
payment of wages by means other than 
cash have been removed. My belief is that 
the habit would spread slowly but surely, 
which would enable us to take the measure 
of the problem and give us time to make 
whatever provision may be necessary in the 
way of extra staff and premises to meet it. 
If it becomes the fashion for wives to draw 
the cash when they do their shopping, 
most of the work may well be spread over 
our normal hours of opening and the 
problem of catering for even a large influx 
of new business may prove to be less 
difficult than some people have anticipated. 


Profits 


Our greatly increased activity has, as we 
anticipated when I wrote to Stockholders in 
May last, led to a substantial increase in 
our net profits, and we are in fact able to 
bring out a figure higher by about £800,000 
than that of the previous year. In con- 
sidering this figure, however, it should be 
borne in mind that quite a large proportion 
of it is accounted for by the reduction of 
ninepence in the standard rate of income 
tax last April, and also that we have had 
the use of £11,000,000 of newly subscribed 
capital, though the final payment was re- 
ceivable by us only in July. The large 
increase in our Advances has counteracted, 
with something to spare, the reduction in 
the rate of interest charged upon them 
owing to the lower Bank rate. Increased 
dividends on certain of our investments in 
other banks and kindred businesses have 
also made a useful contribution, notably 
our recently acquired shareholding in 
United Dominions Trust. 


Copies of the Directors’ Report containing 
the full text of the Chairman’s Address may 
be obtained from Barclays Bank Limited, 
Room 139,54 Lombard Street, London, E.C.3. 








CRANLEIGH GROUP LIMITED 








Further Satisfactory Growth 





Mr. David Blank’s 


Review 





HE Annual General Meeting »f Cran-- 


leigh Group Limited will be held at 

109 Princess Street, Manchester, on 
26th February. ‘The following are extracts 
from the statement by the Chairman, Mr. 
David Blank, LL.B., as circulated with the 
Report and Accounts for the year ended 
30th June, 1959 :— 

Since my last Review a year ago great 
changes have taken place within the Cran- 
leigh Group. Shareholders have been kept 
informed of progress, at General Meetings 
and by circulars and press announcements, 
but I think it would be helpful to set out 
the major changes which have taken place 
since 30th June, 1958. 

At that date our Issued Share Capital 
was £36,500, and our Consolidated Reserves 
(excluding Future Taxation) amounted to 
£268,578; total Capital and Reserves being 
therefore £305,078. There was also 

650,000 of Unsecured Loan Stock 1959/68. 

he Group profit for the year ended 
30th June, 1958, was £335,526 before tax, 
but after providing for Minority Interests. 
In November, 1958, following the capi- 
talization of £182,500 Reserves, the Issued 
Capital became £219,000, divided into 
2,190,000 shares of 2s. each. The Accounts 
for the year ended 30th June, 1959, as 
now circulated, show a Group profit of 
£460,493. After providing for Minority 
Interests (gross) this leaves a profit of 
£452,728, which compares with the pre- 
vious year’s figure of £335,526. 


New Acquisitions 

In June, 1959, I announced the acqui- 
sition of Washington’s Limited, bringing 
into the Group net assets of approximately 
£700,000 and profits in excess of £100,000 
per annum. The Consolidated Balance 
Sheet as at 30th June, 1959, reflects this 
acquisition, but no credit has been taken in 
the Accounts for the profits accrued since 
ist January, 1959, the date from which the 
benefit of trading was acquired. 

In July, 1959, following the Washing- 
tons announcement, a_ successful rights 
issue was completed of 1,310,000 new 
shares of 2s. each at 10s. per share. In 
the result, the Issued Share Capital of the 
Company became £350,000, divided into 
3,500,000 2s. shares, and a Share Premium 
Account was created of £524,000. 

So far as Shareholders are concerned, 
these figures are now of historical interest 
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only, because in October, 1959, we issued 
a further £250,000 of Ordinary Shares as 
consideration for the acquisition of the 
Millom Hematite Ore & Iron Company 
Limited. This acquisition brought in net 
assets of approximately £2,500,000 and 
profits of not less than £700,000 per 
annum. The Share Premium Account was 
increased by some £2,000,000, being the 
excess of the net assets acquired over the 
Share Capital issued as consideration, after 
allowing for Future Tax Reserve. At the 
same time, I announced the capitalization 
of £600,000 of the Share Premium Account, 
i.e. a One-for-One Bonus—thus bringing 
the total Issued Capital to £1,200,000. 


Future Prospects 
Shareholders will also remember that 
arrangements have been made for the 
repayment on ist April, 1960, of the 
balance of Loan Stock which will then be 
£520,000. In return, the Loan Stock- 
holders agreed to certain dividend restric- 
tions up to and including the year ending 
30th June, 1960. Assuming these arrange- 
ments to have been carried out a pro 
forma Consolidated Balance Sheet of our 
Group would show Issued Share Capital 
of £1,200,000 and Reserves (excluding 
Future Taxation) amounting to {1 317 338, 
after writing off the balance of the ‘ * Cost 
of Control” item. Profits for the year 
ending 30th June, 1960, have already been 
estimated at not less than £1,300,000 and 
a dividend of 40 per cent. has been forecast 
on the total new capital of £1,200,000. 
I think Shareholders will agree that the 
capital structure of the Group and if 
profit-earning capacity have been trans 
formed in a very short time. I can assum 
Shareholders that your Directors are wel 
aware of this situation, but are still expam 
sionist in outlook and policy. Within the 
bounds of commercial prudence and judi- 
cious selection we are ready and willing 
take advantage of any opportunities which 
may present themselves for acquisitions 
suitable for the Financial Group we hee 
built and are still building. 

I express our most grateful thanks to 
our Managing Director, Mr. C. F 
Choularton, and all our managerial office 
and staff. ‘Their competent and enlightené 
management enables us to look fo 
with every confidence to the contin 
growth and solidity of our Group. 
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THE ROYAL BANK OF CANADA 





Recent Experience Contains Lessons for Combating Future Booms and Slumps 





Defects in Monetary Mechanism Hamper Central Bank Credit Control 





Aggressive Leadership Needed to Maintain Trade Position, says 
Mr. James Muir 





HE Ninety-first Annual General Meet- 

ing of Shareholders of the Royal Bank 

of Canada was held on January 14th 
at the Head Office in Montreal. Mr. 
James Muir, Chairman and President, 
reviewing Canadian economic and financial 
trends in the preceding twelve months, said 
that it is not commonly recognized that 
the chartered banks have given a demon- 
stration of timely and effective support of 
the current anti-inflationary monetary policy 
in Canada. 


Lessons to be Learned 


Reviewing the decisions and actions 
taken by monetary authorities during the 
recent credit “‘ freeze and thaw ”’ period in 
Canada, Mr. Muir said: ‘‘ Before indulging 
unduly in self-congratulation, it may be 
well to reflect on some lessons which recent 
experience holds for the monetary authori- 
ties and for the chartered banks in com- 
bating future booms and slumps. 


“The first lesson is that there is need 
for improved communication between the 
Bank of Canada and the chartered banks. 
Of course, communication must be a two- 
way street. I have long deplored the pass- 
ing of bank rate in Canada from the realm 
of communication in this sense to a mere 
shadow, floating + per cent. above the 
market rate for three-month Treasury bills. 
However, we must respect the Bank of 
Canada’s evident pA ea to avoid 
even the possibility of a modest departure 
from the collective judgment of the free 
market. Fortunately, the chartered banks 
are not yet reduced to the interpreting of 
obscure signs and portents of the reading of 
entrails to divine Bank of Canada policy; 
although a cynic might suggest that we 
have progressed very little beyond the 
plight of the noble savage watching as in 
dlden times for the occasional smoke signal 
from the haughty Ottawas. However, in 
fecent months, the Bank of Canada, 


through its Governor, has in a number of 
public statements offered some hopeful 
alternatives. We are assured, for example, 
that the money supply will probably rise 
‘modestly’ in recession, stay relatively 
constant in recovery and boom times, and 
rarely, if ever, fall. In our present situation, 
for example, this should mean that the 
current ease in chartered bank cash will 
not prompt a ‘ sucking-up ’ of the excess, 
since that would mean a significant reduc- 
tion in the money supply. 


“* Now for the second lesson. Regardless 
of the clarity of communication itself, there 
is still some ambiguity in the data com- 
municated. [I shall consider only the most 
important example: the money supply. 
Through its control of chartered bank cash 
reserves, the Bank of Canada controls the 
money supply, allowing, of course, for any 
lags in chartered bank adjustment. ‘There 
are, I believe, two major ambiguities in our 
concept of the money supply. 


Ambiguities in Money Supply Concept 


“The first ambiguity is that the money 
supply as generally defined omits credit 
created by other than the chartered banks. 
For example, it omits credit created by 
Finance Companies, Caisses Populaires in 
Quebec, Credit Unions and Provincial 
Savings Offices in other Provinces, Trust 
Companies doing a deposit business, and 
all varieties of department store charge 
accounts. 


“The implication of this ambiguity for 
policy is simply this, that monetary control 
is inhibited and may at times be ineffective, 
as well as inequitable, in controlling the 
money supply in this broader sense. Rather 
than extend the range of specific govern- 
ment regulation, it might be worth while to 
require that these lenders (who, in effect, 
do a banking business so far as the total 
supply of money and credit is concerned) 
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should, like the chartered banks, be subject 
to appropriate cash, or other, reserve 
requirements. 


“The second ambiguity in our concept 
of the money supply concerns that well- 
known but elusive factor, the ‘ velocity of 
circulation ’. Clearly the inflationary poten- 
tial of any given money supply depends 
not only on the money supply as such but 
also on its activity; that is, its velocity of 
circulation. Our mechanism of monetary 
control is defective in that it ignores the 
velocity dimension, and this defect forces 
us to resort to rough-and-ready, trial-and- 
error expedients by way of correction. 
Monetary control would be greatly im- 
proved if we could devise a practical 
formula for reserves against deposits that 
would take account of changes in the 
velocity of circulation. 


Lending Rates Should Reflect 
Market Rate Changes 


‘<The third lesson of recent experience is 
that the course of monetary control would 
run much smoother if the chartered banks 
were enabled always to implement Bank of 
Canada policy by allowing their lending 
rates to reflect changes in market rates, or 
under the present rate-fixing system, 
changes in bank rate. Surely, the char- 
tered banks should not be forced to remain 
‘out of line’ with the market and forced 
therefore to resort to the clumsy devices of 
credit rationing. 


‘There would be no ‘tight money ’ if 
the price were right: instead, those willing 
to pay interest at current market rates 
would get the funds, those unwilling to pay 
these rates would postpone expansion until 
the price of funds became more favourable. 
Thus, instead of rule-of-thumb rationing, 
banks would be enabled, like other lenders, 
to allocate funds in accordance with the 
priorities established by the price system in 
the market for credit ”’. 


Canadian Trade Policy 


Referring to the forthcoming meeting of 
the member nations of the General Agree- 
ment on Tariffs and Trade (or GATT) in 
September, Mr. Muir said: 


‘“‘It is paradoxical, but none the less 
true, that the economic renaissance in 
Europe seems now to pose some kind of 
threat to our increasingly easy North 
American way of life. Meanwhile, pros- 
perity and increased efficiency have made 
European nations more receptive to freer 
trade, including the reduction or removal 
of war and post-war exchange controls. 
European developments have also been 
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directed inward, towards greater economic 
integration, as illustrated by the European 
Common Market, or the ‘ inner six ’, and 
the European Free Trade Area, or the 
‘outer seven’ of which Great Britain is a 
member. 


“In spite of, or: better perhaps, because 
of Canada’s obvious interest in the greatest 
possible degree of multilateralism, she can- 
not ignore the new ‘ trading clubs ’, or the 
possibility that NATO may form the basis 
for further economic integration on a much 
broader scale. . The present conciliatory 
attitude of the Europeans provides an oppor- 
tunity for bold action to turn the new 
developments into means to freer trade on 
a broader basis for the benefit of all mem- 


bers of GATT. 


“* At the same time, Canada in particular 
must pay attention to recent developments 
in Latin America. Current moves to form 
a Latin American common market and a 
regional trading group in Central America 
may pose additional problems: but they 
also create opportunities. 


‘“In general then, the new ‘ trading 
clubs’ in. Europe and Latin America 
should be accepted as a challenge and an 
opportunity to negotiate for the further 
expansion of world trade. Even the aggres- 
sive tactics of trading-bloc countries in 
Russia’s orbit, and the fantastic growth of 
Japan as a foreign trader, have their brighter 
side in a growing market for our exports. 
It cannot be emphasized too strongly that 
the removal of trade and exchange-control 
curbs in Europe and the slow awakening of 
Russia and the Far East mean the creation 
of new and exciting opportunities to exploit 
entirely new post-war markets ”’. 


Loans Increase Despite Restrictions 


K. M. Sedgewick, General Manager, 
reported that due to heightened busines 
activity, loans in all categories and size 
were in strong demand throughout the year 
and despite the necessity of adopting ft 
strictive measures from time to time, @ 
sizeable increase had taken place in this 
department of the bank’s business. Refer 
ring to the Royal Bank’s extensive system 
of branches in the Caribbean area 
South America, Mr. Sedgewick mentioned 
that seven new offices had been added ® 
the bank’s overseas system during the yea. 
““ Our Managers are fluent in the language 
and well versed with local conditions and 
customs ”’, said Mr. Sedgewick. ‘“‘ We aft 
well equipped to assist exporters and invilt 
those who have a real interest in new trading 
opportunities to come to us and enli 
our aid ’”’. 
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NATIONAL PROVINCIAL BANK 


LIMITED 





A Good Year for the U.K. Economy 





Mr. D. J. Robarts on Problems of Monetary Planning 





HE 127th annual general meeting of 

National Provincial Bank Limited will 

be held on February 11 at the Head 
Office, 15 Bishopsgate, London, E.C.2. 

The following is an extract from the 
statement by the Chairman (David John 
Robarts, Esq.), which has been circulated 
with the report and accounts for the year 
ended December 31, 1959 :— 

Statement of Accounts: The liabilities 
of the Bank to its Current, Deposit and 
other Account holders at £920,568,979 
exceed last year’s figures by £58,073,418. 

The total of our liquid assets—Cash, 
Money lent at Call and Short Notice, and 
Bills—represents 37.1 per cent. of our 
deposit liabilities. This compares with 
36.0 per cent. twelve months ago. 

Investments in securities of, or guaran- 
teed by, the British Government continue 
to be shown at a figure which is below their 
market value. The Balance Sheet value of 
{168,846,414 gives a ratio of 18.3 per cent. 
to Deposits as against 25.0 per cent. last 
year. We hold no undated government 
securities and the majority of our holdings 
mature within ten years. 

Our Advances stand at £351,875,767, 
which represents 38.2 per cent. of our 
Deposits. The corresponding figures at 
3ist December, 1958, were £284,411,586 
and 33.0 per cent. The liberalization of 
credit which began in the summer of 1958 
continued during 1959 and has enabled the 
banks to resume and develop their tradi- 
tional réle of supplying credit to their 
customers for their legitimate needs. Con- 
sequently, we have been able to satisfy 
those of our customers who were formerly 
prevented by the “‘ credit squeeze’ from 
obtaining the credit which they needed for 
the development of their businesses and 
for all the many purposes for which bank 
loans are normally granted. This pent-up 
demand, coupled with a background of 
high business activity, particularly in the 
consumer field, has caused our loans and 
werdrafts to rise by {67,464,181 during 
the year and the demands upon us for 
credit continue at a high level. 


Profit and Loss Account 
The account shows a net profit for 
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the year of £2,840,971, compared with 
£2,236,426 for 1958. 

It will be observed that the amount of 
profit retained by subsidiary companies has 
increased from £98,409 in 1958 to £710,963 
in 1959. This is due, in the main, to the 
fact that the figure for 1958 covered only a 
period of approximately three weeks’ 
operations of the North Central Wagon & 
Finance Company Limited, whereas the 
figure for 1959 covers a full year. 

Together with the amount brought in of 
£656,142 there is a balance for disposal of 
£3,497,113. -An interim dividend of 10 per 
cent. has been paid on the capital of 
£10,513,162 which existed prior to the 
issue of shares in April last. This absorbed 
£643,931, leaving available £2,853,182. 

It is now proposed to deal with this 
balance as follows :—To pay a final dividend 
of 7 per cent. on the increased capital of 
£21,026,324 absorbing £901,504, to appro- 
priate £1,000,000 to Reserve Funds and to 
carry forward £951,678. 


North Central Wagon & Finance 
Company Limited 


The freeing of controls upon, and the 
demand for, credit have enabled the North 
Central Wagon & Finance Company, too, 
to have a most active year of business. 
We are very satisfied with our investment 
in the Ordinary Share Capital of the 
Company. 

The field of hire purchase is an expand- 
ing one, and it seems that this expansion is 
likely to continue. The successful results 
of the well-established firms have attracted 
many new entrants to the business and 
consequently competition is increasing. It 
is to be hoped that the dangers of trans- 
acting hire-purchase business on _ terms 
which are too fine for safety will be appre- 
ciated by the concerns operating in this 


field. 


Good Year for U.K. Economy 


1959 was a good year for the economy of 
the United Kingdom. A favourable balance 
of payments was maintained during the 
first six months of the year and, while a 


second half of the year is always more 








testing than the first, there seems to be no 
reason to suppose that the figures for the 
whole year will, when published, reveal 
other than a satisfactory position. 

The Chancellor of the Exchequer was 
able to make welcome reductions in taxa- 
tion, both direct and indirect, in his Budget. 
It is to be hoped that further reductions 
will be possible in this and subsequent 
years. ‘Taxation at the present level in 
peace time is still a most serious handicap 
to the efforts of industry to accumulate the 
capital necessary for its modernization and 
expansion. 

The improvement in the position of 
sterling has enabled substantial relaxation 
in exchange control to be achieved and a 
welcome move has been the virtual freeing 
of exchange for travel purposes. It is sin- 
cerely to be hoped that it will soon be 
found possible to abolish the remaining 
foreign exchange controls and to allow ster- 
ling to stand upon its own merits. 

The level of business throughout the 
year in many sections of industry has been 
high—particularly in the consumer goods 
industries and in the retail trades. 

A memorable event during the year was 
the publication of the Report of the Com- 
mittee on the Working of the Monetary 
System. Naturally, we were pleased to 
note that the Committee had little fault to 
find with the way the banks conduct their 
business. 


We welcome the view expressed by the 


Committee that discriminatory action 
against. the banks, unaccompanied by 
general restrictions on all classes of lenders, 
is difficult to justify under normal con- 
ditions, and that in times of emergency 
restrictions on the lending operations of 
the banks should be combined with other 
restraints. 

The Committee also drew attention to 
the possibility of improving the machinery 
of day-to-day settlements., With the great 
increase in volume of such settlements, the 
banks have for some time been giving 
active consideration to this problem and 
as a first step it has been decided that the 
existing means of transfer known as the 
Traders’ Credit System, which has been in 
operation since 1930, shall be extended and 
developed with a view to its being more 
widely used. 


Need for Closer Consultation 

Most of the recommendations of the 
Committee on the Bank of England and 
its relations with the Treasury have, for 
what appear to be very good reasons, not 
been accepted by H.M. Government. In- 
deed, the only recommendation which has 
won their wholehearted support is that 


relating to the collation and publication of 
financial statistics. It is certainly desirable 
that the statistical information available not) 
only to the Government but to the publi 
on financial developments should be 
complete as practicable. It should be bo 

in mind, however, that statistics can pro- 
vide only a picture of the past and the 
framers of monetary and economic policy 
must always be making the best guess they 
can about the future. It is easy to be wise 
after the event but any review of monete 
developments in the past—and even in 
last few years—shows that too often the 
decision to move, whether towards restric 
tion or towards expansion of credit, 
been taken too slowly, with the result t 
much more vigorous measures have been 
needed than would have been required i 
the trend of economic activity could have 
been foreseen a few months earlier: < 
then again, the vigorous measures eventually 
adopted have too often been mapa 
longer than subsequent events have shown 
to have been advisable. The main probleal 
of monetary planning is to foresee ¢ 
probable course of events and to take thi 
minimum corrective action at the earlies 
possible moment, long before any definit 
evidence of the need for such action y 
be reflected in statistics. i 

Unfortunately, we have not yet suc 
ceeded in developing a radar system foi 
our financial pilots, which will probe int 
the future course of events and warn us ¢ 
rocks or other dangers enveloped in th 
mists of the future. We have to trust ou 
pilots to do their best to anticipate what 
to come, remembering that, in the monetaf 
field, there is always a time-lag befot 
restrictive action can be fully effective <¢ 
usually a longer time-lag before there 
much response to an expansion of cred 
What the economy of the country needs | 
small and if necessary frequent adjustmer 
rather than sudden and spectacular jolts ¢ 
monetary policy. ‘The banks are in moi 
direct contact with the trend of busine 
thinking than the central authorities, whi 
those authorities are better informed 6 
other aspects of the national and inté 
national situation than the banks, and # 
closer the consultation between them ft 
better it will be. 

For some time it has been increasi 
apparent that fields of finance and inveé 
ment, other than banking, should be s¥ 
veyed in the light of modern conditiol 
Arrangements for this to be done have be 
announced and by the time the vari 
committees have completed their task the 
will be few sections of the country’s fini 
cial machinery that will not have bé 
carefully examined. 4 
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| BANKE MILLIE AFGHAN 


(formerly Afghan National Bank, Kabul, Afghanistan) 





Head Office: KABUL 
CAPITAL - - - 500 MILLION AFGHANIS 


Inland Branches: Ail Parts of Afghanistan 
Chairman of the Board: Abdul. Medjid Khan 
President : Hokom Tschand 
Foreign Branches & Associates : 
Hamburg, London, New York, Karachi, Peshawar, Chaman, Bombay 

4 Bankers : : : 
Westminster Bank Ltd., London Banco di Roma, Rome — 
| First National City Bank of Bank Deutscher Lander, Frankfurt (Main) 
New York, N.Y. 











| ee COMERCIAL ANTIOQUEN o | 


Head Office: Medellin, Colombia, South America 
with 49 Branch Offices in Colombia 


Cable address for all o ffices—Bancoquia 


Reliable and responsible commercial and finan- 
_ cial information supplied by the Banco Comercial. 





Antioqueno is supported by our 47 years 
rience in growing with Colombia, and the com- 
plete facilities of our 50 offices located in every 
important commercial market of the country. 
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We invite your inquiries. 
Vicente Uribe Rendon, General Manager 
Capital paid-up - 


Legal reserves * 
Other reserves -« 




















NATIONAL BANK 


LIMITED 
With Branches in England, Wales and | 
throughout Ireland, The National Bank 
is the only Bank to operate extensively — 
on both sides of the Irish Sea. : 


ee | 
AUTHORISED CAPITAL - _ £7,500,000 
ISSUED CAPITAL - « — £1,500,000 


RESERVE FUND - - - _ £1,500.000 
DEPOSITS (31.12.59) - - . £100,257,738 


- LONDON (neap orrice) 13-17 Old Broad Street, E.C.2 
DUBLIN (cuter orrice) 34 2 35 College Green | 
BELFAST (curer orrice) 62-68 High Street 
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NORFOLK STREET, LONDON, W.C.2, AND HASTING! 
he r THE BANKER LIMITED, BRACKEN HOUSE, 10 CANNON STREET, LONDON, 5.0.4 
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